DEPARTMENT OF DEFENSE APPROPRIATIONS FOR 1953 


THURSDAY, MAY 22, 1952 


Unitep Srares SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The subcommittee met at 11 a. m., pursuant to call, in room F-37, 
the Capitol, Senator Joseph C. O’Mahoney (chairman of the sub- 
committee) presiding. 
Present: Senators O’Mahoney, Hayden, McClellan, Saltonstall, and 


Thye. 
DEPARTMENT OF THE AIR FORCE 
ARNOLD ENGINEERING DEVELOPMENT CENTER 


STATEMENTS OF GEN. MARSHALL S. ROTH, ASSISTANT FOR DE- 
VELOPMENT PROGRAMING, AIR FORCE; GEN. L. J. SVERDRUP, 
PRESIDENT OF SVERDRUP & PARCEL, INC., AND PRESIDENT OF 
ARO, INC.; HAROLD C. STUART, FORMER ASSISTANT SECRETARY 
OF THE AIR FORCE; LT. GEN. JAMES H. DOOLITTLE, SPECIAL 
CONSULTANT TO THE CHIEF OF THE AIR FORCE; LT. GEN. E. E. 
PARTRIDGE, COMMANDING GENERAL, AIR RESEARCH AND 
DEVELOPMENT COMMAND, USAF; COL. JOHN MARTIN, AIR 
RESEARCH AND DEVELOPMENT COMMAND; COL. C. K. MOORE, 
COMMANDING OFFICER OF THE ARNOLD ENGINEERING DE- 
VELOPMENT CENTER; COL. W. A. M. COOPER, JAG, AIR RESEARCH 
AND DEVELOPMENT COMMAND; JAMES T. HILL, GENERAL 
COUNSEL, DEPARTMENT OF THE AIR FORCE; GEN. M. J. ASENSIO, 
DIRECTOR OF THE BUDGET, DEPARTMENT OF THE AIR FORCE; 
W. E. MOSER, SECRETARY, SVERDRUP & PARCEL, INC. ; THURMAN 
ARNOLD, COUNSELOR TO ARO, INC.; STEPHEN LEO, DIRECTOR 
OF ADMINISTRATION, ARO, INC. C 


OPERATION CONTRACT OF ARO, INC. 


Senator O’Manoney. The committee will now come to order. 

This session has been called at the request of Sverdrup & Parcel, a 
partnership, which later organized ARO, Inc., in 1950, to testify with 
respect to a provision that appears in the bill as it passed the House 
on page 31, beginning in line. 22, following the appropriation of $525 
million for research and development for the United States Air Force. 
The provision reads as follows: 


Provided that no part of such appropriation shall be used to make any payment 
to ARO, Inc., for operation of the Arnold Engineering Development Center. 
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The chairman of the subcommittee has a letter signed by W. E. 
Moser, under date of April 15, 1952, for Sverdrup & Parcel, Inc., 
and ARO, Inc., setting forth the reasons why a hearing was requested 
by them on this matter. 

The petitioners are represented here by Mr. Thurman Arnold as 
counselor. I will file this document, for the record. 

(The document referred to follows:) 


Sr. Louis 1, Mo., April 15, 1962. 
Hon. Josern C. O’Manoney, ‘ 
Chairman of the Subcommittee on Armed Services of the Committee on 
Appropriations of the United States Senate, Washington, D. C. 


Dear Senator O’Manoney: The undersigned, Sverdrup & Parcel, Inc., is 
one of the largest consulting engineering firms in the United States. Its prin- 
cipal offices are at St. Louis, Mo. For almost a quarter of a century it and its 
predecessor partnership of Sverdrup & Parcel have built and maintained an 
enviable reputation in their field. They have performed work involving more 
than a billion dollars in the United States and in various other parts of the world. 
For many years a substantial portion of their service has been-for the Govern- 
ment. Their work has been highly commended by Government agencies with 
which they have dealt. Yet despite this long and honorable record, Sverdrup 
& Parcel, Inc., stands today publicly convicted by the Defense Appropriations 
Committee of the House of Representatives and by the House itself, of serving 
the Government in an incompetent, inefficient, and wasteful manner, and of 
profiteering at the expense of the national defense program. 

In addition, the Defense Appropriations Committee reported a rider to the 
appropriations bill which was approved by the House which in effect deprives 
Sverdrup & Parcel, Inc., of the right to serve in the national defense program in 
the particular capacity for which its experience and personnel gives it unusual 
qualifications. 

This conviction came as a result of public hearings before the Defense Ap- 
propriations Committee of the House of Representatives. Neither Sverdrup & 
Parcel, Inc., nor its subsidiary, ARO, Ine., which was directly in charge of the 
work, was given any notice of these hearings and neither had any opportunity 
to appear and present the facts. Both the charges and the action of the com- 
mittee condemning Sverdrup & Parcel, Ine., were published. The damage to 
the reputation and to the husiness of Sverdrup & Parcel, Inc., already has been 
incalculable. Unless this firm is given a fair opportunity to be heard before the 
Defense Appropriations Committee of the Senate, its injury will become ir- 
reparable. 

This letter is addressed to you as chairman of the Defense Appropriations 
Committee of the United States Senate because your committee is now the only 
body to which we can appeal to remedy this injustice. Our request is based on 
the fundamental American principle that no individual or private organization 
should be singled out and publicly condemned by any Government tribunal or 
committee without a chance to be heard. 

The facts are as follows: In 1946 a defense project was planned by the Depart- 
ment of the Air Force in coordination with other Government agencies and with 
the aircraft industry. The purpose of that project has been to keep the United 
States in the forefront in the development of superior aircraft for military pur- 
poses. It is a research project designed to develop improvements in the super- 
sonic and transonic fields for military aircraft. No other research project like it 
exists in the world unless secretly behind the iron curtain. The project has had 
the enthusiastic endorsement of the military forces who regard it as an absolute 
necessity. It has been named the Arnold Engineering Development Center in 
honor of Gen. Hap Arnold, one-time chief of the United States Air Forces. 

When this project was first organized the firm of Sverdrup & Parcel was one of 
five engineering consulting firms which were asked by the Department of the Air 
Force to submit competitive proposals in connection with the program, The 
original work involved a survey of the United States to determine the most de- 
sirable site for the location of a unitary wind funnel plan and to prepare prelimi- 
nary designs and estimates in connection therewith. A wind tunnel and other 
enormous testing facilities were contemplated as the first step in the aeronautical 
development plan now known as the Arnold Engineering Development Center. 
Only three proposals were received. That submitted by bverdrup & Parcel was 
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the lowest and best of the three. For this reason the Air Force approved Sverdrup 
& Parcel as the best civilian agency to undertake this work. Sverdrup & Parcel 
from that time on began to augment its technical engineering force to discharge 
its responsibilities. 

The authorization and initial appropriation to carry out these plans were passed 
by Congress in Public Laws 415 and 430, approved by the President on October 
27 and 28, 1949. Thereafter, the Department of the Air Force, after an exhaustive 
study of the problem, recommended that Sverdrup «& Parcel, Inc., be selected as 
the appropriate civilian company to manage, operate, and maintain the Arnold 
Engineering Development Center. Sverdrup & Parcel, Inc., did not seek this 
employment. The firm was approached by the Department of the Air Force on 
the recommendation of Major General Carroll, then commanding general of the 
AEDC. As a result Sverdrup & Parcel, Inc., at the request of the Air Force, 
agreed to accept responsibility for the work. A subsidiary corporation, ARO, 
Inc., was formed to carry on the work at the suggestion of the Department of the 
Air Force, and the contract for the work was signed by that subsidiary organiza- 
tion. The transaction took this form, however, solely for bookkeeping and 
accounting purposes. ARO, Inc., is completely controlled by Sverdrup & Parcel, 
Inc., and has no activity apart from this work. 

Since 1946 Sverdrup & Parcel, Inc., itself and acting through its subsidiary 
corporation, has devoted its time and energies to this project. It has built up a 
large technical staff, has completed designs and engineering data, has spent or 
supervised the expenditure of over $8 million on the project. 

The Department of the Air Force has frequently expressed satisfaction and 
commendation with the work done by Sverdrup & Parcel, Inc. It was, therefore, 
a complete surprise to Sverdrup & Parcel, Inc., when it learned through the press 
shortly before March 26, 1952, that the competency, efficiency, and integrity of 
the company and its management had been questioned on the floor of the House of 
Representatives. General Sverdrup, the president of both Sverdrup & Parcel, 
Inc., and its subsidiary ARO, Inc., immediately on March 26, 1952, wrote to the 
chairman of the House Appropriations Committee requesting a hearing (a copy 
of this letter is attached as exhibit A). No reply to this letter was ever received. 

Within 2 days after this request for a hearing was written Sverdrup & Parcel, 
Inc., learned through the press that the committee had met and held hearings on 
the work done in connection with the AEDC. At these hearings representatives 
of the Department of the Air Force appeared. They raised no question as to the 
efficiency and integrity of Sverdrup & Parcel, Inc., and of its subsidiary company, 
ARO, Inc., in the performance of their contracts with the Government. Neither 
Sverdrup & Parcel, Inc., nor its subsidiary, ARO, Inc., was notified of the charges 
made against them and neither had any opportunity to present the facts. The 
charges made earlier on the floor of the House were repeated and amplified before 
the committee by one of its members. They were to the effect that Sverdrup «& 
Parcel, Inc. and its subsidiary, ARO, Inc., were conducting the operation of 
the AEDC in an inefficient, incompetent and wasteful manner and that they 
were guilty of profiteering at the expense of the Government. 

As a result of those charges, the committee reported the defense appropriations 
bill, H. R. 7391, with the following rider to the Air Forces appropriation 
for research and development: “Provided, That no part of such appropriation 
shall be used to make any payment to ARO, Inc., for the operation of the Arnold 
Engineering Development Center.” 

The charges were repeated on the floor of the House when the bill was debated. 
The House of Representatives, apparently believing these charges, passed tha 
rider on April 9, 1952. The effect of the report of the committee and the approval 
of the rider by the House of Representatives is to injure irreparably the reputation 
of Sverdrup & Parcel, Inc., and its subsidiary, ARO, Inc., which now stand 
convicted by the committee and the House of Representatives of unethical and 
unpatriotic conduct. Their right to serve the Government on a defense project 
for which they have peculiar expert qualifications accumulated over a number of 
years has been taken away. ‘ 

Typical of the charges on which the Committee acted is the following statemen 
made by the member who presented the report of the Committee to the House: 

“Now, what is ARO? ARO is a fly-by-night corporation organized mostly 
by some gentlemen from Missouri, for the purpose of making a cost-plus contract 
and collecting a fee for operating a project after it is completed. There is nothing 
to operate down there now except a warehouse and about 7 miles of railroad, nor 
has there been. Yet, we have already paid $4,000,000 to operate something, the 
first unit of which will not be ready to operate until next year” (Congressional 
Record, Apr. 9, 1952, pp. 3937). 
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The detail of the charges on which the committee acted cannot be understood 
without making unduly long this request for a hearing. All of them reflect on the 


waaay and competence of Sverdrup & Parvel, Inc., and its subsidiary, ARO, 
Ine. e are entitled to the opportunity to prove that none of these charges is 
true. 


No reputable business or professional concern could afford, when faced with 
such accusations, not to appear and defend itself. Yet it was made to appear 
publicly on the floor of the House that neither Sverdrup & Parcel, Inc., nor its 
subsidiary, ARO, Inc., had ever sought such an opportunity. The ranking Re- 
publican member of the Some Committee stated: 

“T would say that I never heard that the company asked for a hearing while we 
were holding hearings or made any attempt to do it but waited until after we had 
finished marking up the bill.”’ 

Then occurred the following colloquy: 

““Mr. Gore. I know of no such request. 

“Mr. Taser. Is that statement correct? 

“Mr. Gore. As far as I know, that is correct. 

“Mr. Taser. That means almost 2 weeks elapsed. 

“Mr. Gore. They made no request of the committee to be heard, so far as I 
know” (Congressional Record, Apr. 9, 1952, p. 3937). 

We do not suggest that the members of the committee were not speaking to the 
best of their knowledge. Perbaps our letter asking for a hearing was mislaid. 
But the fact that the Representatives were misled does not lessen the damage. 
It makes the granting of a hearing even more essential to the preservation of our 
business reputation. 

If granted a hearing we propose to show: 

(1) That Sverdrup & Pafcel, Inc., is one of the most competent and distin- 
guished consulting engineering firms in the United States; 

(2) That in 1946 Sverdrup & Parcel was one of five companies asked to submit 
proposals to the Air Force in connection with the aircraft development facilities 
which were subsequently named Arnold Engineering Development Center; 

(3) That the compensation asked by Sverdrup & Parcel was the lowest of any 
: the three companies which submitted proposals, and was accepted by the Air 

orce; 

(4) In consequence of working on this unusual project for almost 6 years 
Sverdrup & Parcel, Inc., has developed and possesses qualifications and built up 
a technical staff not to be found elsewhere to carry out the AEDC program; 

(5) For this reason, on March 23, 1950, Gen. F. O. Carroll in charge of the 
project recommended that pending the receipt of the committee report Sverdrup 
& Parcel, Inc., as the best qualified organization, perform this exceedingly tech- 
nical work. Its appointment was approved by Secretary Symington. It made 
no effort to get this contract and undertook the work as a patriotic duty at the 
request of the Air Force; 

(6) With respect to the fee, the Air Force insisted that it must be lower than 
the lowest fee then in effect for civilian operation of a military agency; 

(7) The fee actually arranged was at the time of the contract and still is lower 
than any other agreed to between any civilian contractor and the Government for 
operation of a military project; 

(8) Svérdrup & Parcel, Inc., through its subsidiary, ARO, Inc., has been respon- 
sible for the expenditure of approximately $1,500,000 on the project. The money 
has been used to build up an unusual and unique organization composed of the 
best technical experts of the United States in this field, who have made significant 
progress in research and design. In a letter of March 21, 1952, to the chairman 
of the Subcommittee of Defense Appropriations of the House, Major General 
Carroll said: 

“It is my personal opinion that ARO, Inc., has done an admirable job and has 
been of the greatest assistance to the Air Force in working with the aeronautical 
industry and Government agencies to insure that the facilities being built are 
technically capable of meeting the requirements of the Department of Defense 
and industry for a good many years to come.” 

In asking for an opportunity to prove these facts before your committee, we are 
not only concerned with the damage to the reputation of an established engineer- 
ing concern and its managing officers without an opportunity to be heard in their 
defense. We are also concerned with the success of this vital project in which we 
have become interested as citizens. When this operation was first planned the 
services of firms equally as competent as ours could no doubt have been obtained. 
But at this point in the development of the project, the years of intensive effort 
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we have spent in building up a technical staff familiar with the work and with the 
designing represent an asset to the Air Force which cannot quickly be replaced. 
A sudden change to another firm, however competent, would cause untold delay 
and great additional expense. In this connection we are sincere in saying that 
we are not interested in the monetary rewards for this contract. They are far 
less than our firm customarily receives for comparable services. Rather, our 
interest is that a project which we firmly believe to be essential to the national 
defense be not delayed and frustrated for no defensible reason. You will find that 
the Air Force agrees. 

In conclusion, we wish to emphasize that there is a principle at stakeJhere 
which goes beyond the individual interest of Sverdrup & Parcel, Inc. When an 
——! committee singles out any individual as unworthy to carry out 
a Government contract it makes a judgment which may spell ruin to that indi- 
vidual. If it be your opinion that the making of such judgment is a proper 
function of an appropriations committee, certainly that quasi-judicial function 
should never be exercised without hearing the defense of the person condemned. 
The denial of such a hearing violates every American idea of due process. It 
establishes a precedent which subjects every private business concern dealing 
with the Government to the risk of loss of reputation and irreparable injury 
without a day in court. Such an unknown and incalculable hazard would cause 
any responsible businessman to hesitate before accepting any Government 
contract. 

Respectfully submitted. 

SverpruPp & Parcen, Inc., 
ARO, Inc. 
By W. E. Moser, Secretary. 


Marcu 26, 1952. 
Hon. CLARENCE CANNON, 
Chairman, House Aperee Committee, 
louse Office Building, Washington, D. C. 

Dear Mr. Cannon: I do not know whether you heard Representative Gore’s 
speech on the floor of the House last week concerning ARO, Inc., or whether you 
have read any of the newspaper articles concerning that speech and the charges 
contained in it. 

O, Inc., is a corporation formed by Sverdrup & Parcel, Inc., exclusively for 
the purpose of operating the Arnold Engineering Development Center at Tulla- 
homa, Tenn. It was formed after the United States Air Force requested us to 
operate the center and was set up with just one object in mind, to wit: To operate 
the center in an economical, intelligent, and efficient manner. 

At the time Mr. Gore made his charges, using expressions like ‘“‘gyp,’”’ ‘‘“mooch- 
ers,” and ‘“‘nest feathering,’’ he had not visited the site, talked with any of the 
officials of ARO or, to our knowledge, with any responsible officials of the Air 
Force. So far as we know, no investigation had been made at Tullahoma at the 
time of Mr. Gore’s charges, but we are gratified to know that one is now in 
progress. 

It certainly is prudent, particularly in these times, for the Congress of the 
United States to investigate the expenditure of the taxpayers’ funds. I think, 
however, it is deplorable when unfavorable conclusions are reached and damaging 
statements are made prior to an investigation and prior to the development of 
any facts, and particularly so when those statements are made on the floor of 
the House of Representatives of the United States Congress. Obviously, our 
reputation is one of our most valuable assets and we want to defend and protect it. 

I believe the Honorable George Mahon is chairman of the subcommittee that 
would normally investigate charges like those made by Representative Gore. I 
do not know whether Mr. Gore is a member of that subcommittee. We are, 
however, on our own preparing a complete detailed statement of facts covering 
all the matters mentioned by Mr. Gore, as well as all information concerning the 
creation and operation of ARO, Inc., which I will send to you sometime next week 
with sufficient copies for all members of the subcommittee. 

I want you to know that we are more than anxious to testify at any time 
before any committee to answer the questions raised by Mr. Gore and to refute 
the unfavorable inferences created by them. It is a new and very unhappy 
experience for a company as old and well established as ours to be tried (without 
evidence) on the floor of the Congress and in the press without having been 
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asked a single question or given an Opportunity to furnish any information 
whatsoever. 
I have known you a long time and certainly have never found you in the 
slightest prone to believe in such tactics. 
Yours very truly, ; 
Sverprup & Parcet, INc., 
L. J. Sverprup, President. 


REQUESTED AMENDMENT 


Senator O’Manoney. There is also before the committee a request 
from the Department of the Air Force with respect to this matter. 
The Air Force proposes that the proviso be stricken out. The mem- 
orandum submitted defines the effect of the proposed amendment, 
quotes the committee report, and then undertakes to provide a 
justification for the restoration. 

This will be made a part of the record. 

(The document referred to follows:) 


RESEARCH AND DEVELOPMENT 
(P. 31, line 18) 


RD rE re se ee te iene Uaddeasnb an $425, 000, 000 
SE Ss ee ae ee Sasa cba wenctuece 525, 000, 000 
Piomes wetniiteee ooo Ss. cS on oo a en es 3 SS be ete 525, 000, 000 
RE TG ie re Gh ae oa be oe ee ale mend 525, 000, 000 


(House hearings, pp. 8, 282, 1071) 
The Department of the Air Force requests the following amendment: 


PROPOSED AMENDMENT 


Page 31 line 22, strike out: ‘‘Provided, That no part of such appropriation shall 
be used to make any payment to ARO, Incorporated, for operation of the Arnold 
Engineering Development Center.” 


EFFECT OF PROPOSED AMENDMENT 


Permit and insure a continuation during fiscal year 1953 of the present effective 
management and operation of the Arnold Engineering Development Center and 
thereby avoid unnecessary delay and expense of establishing a new contractor. 


HOUSE COMMITTEE REPORT 


“Under the appropriation ‘Research and Development’ there is included a 
limitation against the use of any funds in this bill to make payment to the ARO, 
Inc., for operation of the Arnold Engineering Development Center.” 


JUSTIFICATION OF PROPOSED AMENDMENT 


The proposed amendment is considered by the Air Force to be essential for the 
following reasons: 

First, the proviso, which the proposed amendment would eliminate, can be 
interpreted to challenge the essential soundness of the basic Air Force decision 
that the Arnold Engineering Development Center should be privately operated 
on a profit basis. Although in terms limited to the denial of funds for the con- 
tinuation of the present arrangement with ARO, Inc., the proviso inferentially 
may be cited as opposing private operation for profit, as such. 

The importance of the Arnold Engineering Development Center is indeed great. 
The research and test data and evaluations which its facilities will make possible 
could be the key to maintenance by the United States of air superiority in this 
very fast moving field where superiority is so essential to defense and survival. 
It is of the utmost importance that the facilities be completed and placed in 
operation at the earliest possible time. In obtaining the maximum benefits from 
these facilities, their optimum utilization through effective and efficient manage- 
ment and operation is of equal importance to the facilities themselves. 
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It has been and remains the considered judgment of the Air Force that private 
operation for profit, as matters now stand, is most economical and productive. 

Second, ARO’s performance to date has been satisfactory and no information 
nor evidence has been developed by the Air Force, or otherwise advanced, estab- 
lishing a justifiable basis for terminating the existing arrangement. ARO’s per- 
formance to date has been largely of a make-ready and preparatory nature, includ- 
ing the recruitment and training of the necessary technical personnel. The Air 
Force has no proper basis for being critical or dissatisfied It has the entire matter 
under careful consideration and will give most careful study to any recommenda- 
tions or conclusions which the General Accounting Office may make upon comple- 
tion of the investigation which it is now making. If at any time it appears that 
the arrangement no longer remains in the best interest of the Government, the 
Air Force will not hestitate to take appropriate action. In any such eventuality 
the most careful planning and preparations will be required in order to hold to a 
minimum the disturbance and disruption of operations and the demoralization of 
personnel. “The proviso in question affords little opportunity for the type of 
planned and orderly adjustment which is so essential if the entire project is not to 
be seriously damaged. 

Third, the proviso will operate to discourage and deter any other company or 
concern which might be approached from undertaking the management and opera- 
tion of the center. 


RELEASE OF PREPARED STATEMENTS 


Senator O’Manoney. Since General Asensio, budget officer of the 
Air Force, is here, I will ask you if you will be good enough to open the 
hearing. 

Before you testify, however, I want to say to Mr. Thugman Arnold 
that I understand that your clients have prepared statements which 
they are ready to release which the press would like to have. You 
may release them now if you wish. 

General Asensio. Mr. Chairman and members of the committee, 
in furtherance of the request of Sverdrup & Parcel and ARO, Inc., it 
appears to be the most orderly procedure to furnish a background for 
the Air Force-contractor relationship by opening with a presentation 
by General Roth, the Assistant for Development Programing. I 
think before we start that it should be known that the Air Force 
representatives that are present are Lt. Gen. James Doolittle, special 
consultant to the Chief of Staff; Lt. Gen. E. E. Partridge, commanding 
general, Air Research and Development Command; General Roth, 
whose office has been mentioned; Col. C. K. Moore, commanding 
officer of the Arnold Engineering Center; Mr. James T. Hill, general 
counsel, Department of the Air Force. 


REPRESENTATIVES OF ARO 


Representing the ARO interests are Mr. L. J. Sverdrup, president 
of Sverdrup & Parcel, Inc., and ARO, Inc., Mr. Thurman Arnold, 
counsel to ARO, Inc., and Mr. Stephen Leo, director of administra- 
tion, ARO, Ine. 

Mr. Harold Stuart, former Assistant Secretary of the Air Force 
also has a prepared statement. 

There are three prepared statements which are so interrelated that 
perhaps they should be heard in rapid sequence. General Roth has 
one, Mr. Sverdrup has one, and Mr. Stuart has the third, sir. 

Senator O’Mahoney. All of these, if they are prepared and if there 
are copies here, may be released to the press at this time because we 
hope to push right through with this hearing and develop the matter 
as rapidly as possible. 

94846—52——31 
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RESEARCH FACILITY OF AIR FORCE 


May I ask you, first, General, to state for the record precisely what 
the Arnold Engineering Development Center is. 

General Asensio. The Aseahe Engineering Development Center 
is a research and test facility of the Air Force which is essential to 
the advancement of aeronautics. I think that. General Roth will 
present a more specific delineation. 

Senator O’Manoney. I thought it would be advisable to have it 
stated in the record precisely what the center is and what the function 
of ARO, Ine., is. Jf understand of course that it is a management 
corporation. 

General Ror. The Arnold Engineering Development Center is a 
central facility owned by and being constructed for the Department 
of the Air Force. The purpose of this facility is to provide facilities 
for test and evaluation of aircraft, missiles, and propulsion systems 
in the transonic, supersonic, and hypersonic range. 

Senator O’Manoney. Do I understand you to say it is being con- 
structed? : 

General Roru. It is under construction at the present time. 

Senator O’Manoney. When was it started? 

General Rotru. Ground was broken in June or July of 1950. The 
design was started in 1946. 


AUTHORIZATION 


Senator O’Manoney. When was it authorized? 

General Rotu. It was authorized by act of Congvess. I will have 
to supply the actual date. 

Senator O’Manoney. Proceed with your statement. The question 
will come afterward. 

Mr. Stuart. Mr. Chairman, that was Public Law 415, approved 
October 27, 1949. 

Senator O’Manonery. Thank you. 


FUNCTION OF CENTER 


General Roru. In addition to designing facilities for evaluation of 
high-speed aircraft and missiles it also has an engine-test facility, the 
purpose of which is to provide testing facilities for commercial con- 
tractors developing engines and other methods of propulsion for the 
Department of the Air Force and other Government agencies conduct- 
ing research and development in the field of aeronautics. 


Senator O’Manoney. All right, you may proceed with your 


statement. 
LIMITATION OF FUNDS 


General Rorn. Mr. Chairman and members of the committee, the 
Defense Department appropriation bill for fiscal year 1953, H. R 
7391, contains a proviso to the section of the bill dealing with Air 
Force research and development funds which would prohibit the Air 
Force from making any payments out of such funds to ARO, Inc., 
the firm selected by the Air Force to manage and operate the Arnold 
Engineering Development Center at Tullahoma, Tenn. 
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This proviso was added by the House of Representatives to the text 
of the bill which the Department of Defense recommended for passage. 
The proviso could be interpreted as a criticism of the Department of 
the Air Force for its decision to have the center managed and operated 
by this particular contractor under a cost-plus-a-fixed-fee contract. 
It also constitutes an expression of legislative condemnation of the 
contractor itself, of its reliability, integrity, and commercial probity. 
In addition, and of primary importance to the Air Force, it makes it 
- necessary to acquire the services of another contractor or to change the 
| present method of operation, either of which will cause delay, a de- 
terioration of morale, and a dissipation of a ee capability ac- 
quired at a cost of approximately $3.5 million. The latter three factors 
will seriously affect the Air Force in its attempt to get the Arnold 
Engineering Development Center into operation at the earliest prac- 
ticable date. 
UNITARY WIND-TUNNEL PLAN 















The urgency and the importance of the facilities being constructed 
at the Arnold Engineering Development Center have been under- 
stood and accepted since 1945. These facilities are part of a master 
unitary wind-tunnel plan, which is designed to keep the United States: 
in the forefront of scientific developments in the transonic, super- 
sonic, and hypersonic fields of aeronautical engineering. The neces- 
' sity for an aeronautical test center of this type has, as the congressional 
_ hearings on the enabling legislation will support, been recognized by 
a variety of different agencies of the Government as well as os expert 
technical groups from the industrial and scientific worlds. It may 
be remembered that both the President’s Air Policy Commission and 
the Congressional Aviation Policy Board urged prompt and continuing - 
attention to the creation of research and testing facilities which would 
enable the United States to stay abreast of development in this fast 
moving field. There has never been any doubt that these facilities 
are absolutely essential—now. 








MANAGEMENT AND OPERATION 
















The proper management and operation of an engineering test 
center containing technical facilities of the scope and complexity of 
those planned for Tullahoma is every bit as important as the design 
and installation of the facilities themselves. The success of the 
center depends just as much on men as on machines. We will need 
skilled, scientific and technical personnel capable of operating the 

_ facilities, and properly evaluating the results. Competent engineers 

and executives with a high degree of industrial administrative experi- 

ence will be able to integrate the operations of the center with the 
unitary wind-tunnel program as a whole and with the testing and 
development programs of the aircraft industry. The Air Force 
believes that this kind of skilled management can be most readily 
found in the business world, and that a project keyed to the require- 
ments of industry should be managed by men of experience and 
standing in the business community. Until the facts demonstrate 
to the contrary, the Air Force considers itself justified in continuing 
to have the Arnold Engineering Development Center managed and 
operated by a competent industrial concern. 
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OBJECTIONS TO CONTRACT WITH ARO, INC. 


The objections of the House of Representatives appeared to be 
directed not only to the particular contract with ARO, Inc., but also 
the philosophy of contract operation in general. In the case of ARO, 
the Department of the Air Force does not feel that sufficient evidence 
has been brought forth which would justify it in severing its ties with 
a contractor whose performance to date has been entirely satisfactory. 
The Department of the Air Force believes that there are ample 
justification and precedents for utilizing a contract-run operation to 
manage and operate what is basically a developmental and industrial 
test facility. 

In this connection it is desired to read an extract from a recent 
lecture delivered at the United States Military Academy by General 
of the Army Omar N. Bradley, Chairman of the Joint Chiefs of Staff: 

If we are to receive the best that our scientists and engineers can provide for 
winning war, the Army and Air Force officers, especially in the technical services, 
must have technical training beyond that which the Military Academy can pro- 
vide. Furthermore, our technical services may have to alter their procedures so 
that more of the problems of invention and research and development are turned 
over to our civilian scientists and engineers. 

I do not mean to deprecate the skill and knowledge, the pride of accomplish- 
ment, of the technical services. But it is a fact that in many instances, pride of 
invention and development have proxented us from turning over the military 
problem to the civilian scientist and engineer, giving them a free hand. We have 
tried to do our own research and development when the better solution would 
have been to encourage the application of the broader knowledge of industry to 
the problem areas. 

There was some reason for conducting our own research in the past. In the 
years between World War I and World War II, American industry was not too 
eager to make guns or tanks. Mass production of automobiles, for example, was 
more profitable when the Army or Air Force was only going to buy a pilot model, 
or a few service-test models. Industry could not afford to devote the man-hours 
of its engineering and research staffs to military development. 

In the future, I believe that we are going to have a better chance of winning 
the industrial and scientific race with the Soviet Union if we turn more of our 
problems over to the research laboratory, to the engineers of industry, and thus 
tap the broadest knowledge and know-how our Nation can provide. 


PRESENT CONTRACT MADE AFTER STUDY OF ALTERNATE PLANS 


The Department of the Air Force entered mto the present con- 
tractual arrangement with ARO only after an exhaustive study of 
alternate systems and methods of operating the center. Many 
methods were analyzed and reviewed. Based on all factors properly 
weighted, it was determined that the method selected was in the best 
interest of the Government. To date as a result of continuing 
scrutiny of this operation, there has been no evidence presented to the 
Air Force to change this position. 

If at any time it appears that the arrangement no longer remains in 
the best interest of the Government, the Air Force will not hesitate to 
take appropriate action. In any such eventuality the most careful 
planning and preparations will be required in order to hold to a mini- 
mum the disturbance and disruption of operations and the demoraliza- 
tion of personnel. The proviso in question affords little opportunity 
for the type of planned and orderly adjustment which is so essential 
if the entire project is not to be suousie damaged. 


The Department of the Air Force finds it extremely regrettable that 
one of its contractors should be singled out for public condemnation 
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without opportunity for hearing and defense. A legislative indict- 
ment of ARO also constitutes an implied criticism of Air Force policies 
and contract supervision. 


EFFECT OF CHANGE IN CONTRACTOR OR METHOD OF OPERATION 


There is no question but that a change of contractor or a change of 
method of operation at this time will delay getting the Arnold Engi- 
neering Development Center into early operation. The present con- 
tractor has established an operating organization, has conducted .a 
very comprehensive technical-training program, has developed criteria 
for maintenance requirements, has promoted construction of family- 
housing requirements, has prepared an annual operating budget, has 
procured administrative equipment, and has performed miscellaneous 
administrative activities. All of the above operations are within the 
capability of the present organization. In addition, they are acquiring 
the technical capability to operate the technical facilities as they are 
finished. 

Instability and insecurity on the part of individuals working at 
Tullahoma is bound to have a deteriorating effect on their morale. 
If the philosophy of contract operation is annually under fire and 
selected competent contractors are forced to fold up at the end of each 
contract year, it will be almost impossible to acquire the highly 
qualified types of individuals necessary to get a reasonable return on 
this investment in national security. The types of individuals re- 
quired are in short supply, and there is no doubt that the individuals 
concerned can be gainfully employed at or above their present salaries 
in other commercial concerns—many of which have contracts with the 
Government. 

The Air Force is of the opinion that the proviso inserted by the 
House of Representatives will result in the dissipation of the capability 
which ARO has acquired over a period of time, and at considerable 
expense to the Government. This capability must be preserved. It 
cannot be preserved if the company is required to cease operations. 


MARKHAM OPERATIONS STUDY 


I would like to read at this point a statement prepared by Prof, 
John R. Markham of the Massachusetts Institute of Technology. 
Professor Markham is Chairman of the Industry and Educational 
Advisory Board which was established by the Air Force to accomplish 
the following purposes: 


Review and submit recommendations to the Commanding General, Arnold 
Engineering Development Center, on all policy matters pertaining to items such 
as the: 

(1) Design and construction of the AEDC. 

(2) Operation of the AEDC. 

(3) Requirements and plans for additional technical facilities at the AEDC. 

Review and submit recommendations periodically to the Commanding General, 
Air Research and Development Command, on: 

(1) Relation of the AEDC facilities to other comparable facilities, both within 
and without the Department of Defense. 

(2) Advance research trends relating to testing and evalution facilities. 

(3) The progress made and policy problems encountered during the design, 
construction, and operation of the ARDC 

(4) Any other subject specified by the Commanding General, Air Research and 
Development Command. 
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Report not less frequently than annually to the Chief of Staff, USAF, on the 
over-all policies concerning the design, construction, and operation of the AEDC, 


Professor Markham’s statement is as follows: 


A statement concerning the operation of the Arnold Engineering Development 
Center by the ARO Corp. has been asked of me by your office. 

My observations of the activities of ARO, Inc., have occurred as a result of my 
membership on the Industry and Educational Advisory Board during a period of 
something more than a year. Such opinions as I may express are not necessarily 
those of the LEAB. 

Though I am not aware of the details of the contract between the USAF and 
ARO, Inc., for the management and operation of AEDC, I believe that ARO is 
— the proper steps to assume the management and operation of these 

acilities. 


_ Senator O’Manoney. When Professor Markham refers to the 
Industry and Educational Advisory Board, I »ssume he is referring 
to the Board which has been established by the United States Air 
Force. 

General Roru. That is correct, sir. I will continue quoting: 


In order to satisfactorily operate the units of the AEDC, a substantial period 
of study of the machinery involved and the use to be made of the devices provided 
is necessary. An able and talented staff of engineers and scientists must be 
acquired and trained in advance of the completed installation of the potentialities 
if the facilities are to be quickly realized. The ARO Corp. has acquired key 
personnel, recognized in their fields, to direct the operation of each of the proposed 
units. Furthermore, they are recruiting young engineers from technical colleges 
and institutions and have arranged to give them training in installations similar 
to those in which they will be employed at the AEDC. 

In addition, the ARO Corp. has, as consultants, competent people from indus- 
try and universities to aid and advise them on the scientific and technical prob- 
lems involved in the severe requirements of the facilities, and to insure opera- 
tional adequacy of the units. 

Such technical discussions as have been held between the ARO Corp. and the 
IEAB have indicated to me a good grasp by the ARO technical personnel of the 
problems involved and an encouraging enthusiasm for the work they are engaged 
in. The engineers of ARO, Inc., have maintained close relation with the design 
work being done by Sverdrup & Parcel, the facilities engineers, and with the 
industrial companies furnishing the equipment to be installed in the various 
facilities. 

The activities of the operating agency in the area mentioned above are indis- 
pensable to a smooth transition between the construction and operational phases 
of the AEDC. 

In my opinion, the ARO Corp. is preparing in an orderly and rational manner, 
in the technical and scientific fields, for the operation of the AEDC. 


ACTION OF AIR FORCE SUPPORTED 


In summary, it is the opinion of Government agencies charged with 
the development of aeronautics that the establishment of development 
facilities such as has been created at Tullahoma is essential to the 
maintenance of American supremacy in the air. The Air Force feels 
that the philosophy of contract operation is sound and in the best 
interest of the Government; that the method of operation selected, 
that is, operation by a corporation established as a subsidiary of a 
strong parent organization, was at the time and is now considered to 
be the best. method; that a payment of a fee for services rendered is 
proper and will result in advantages to the Government; that no 
evidence has been presented to the Air Force which would justify the 
cancellation of the present contract or justify the Air Force in refusing 
to negotiate a new contract or contracts in fiscal year 1953; and that 
failure of the Air Force to continue the present method of operation by 
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ARO, Inc., as the contractor will result in delays, deterioration of 
morale, and dissipation of present capability. 

The retention of the proviso in the House bill will have a serious 
detrimental effect on the research and development program at a time 
E when the Government must do all it can to promote air supremacy 
“ in the interest of national defense. 










TECHNICAL TRAINING 









Senator O’Manonry. General, you quoted from a lecture delivered 
by Gen. Omar Bradley, Chairman of the Joint Chiefs of Staff, in which 
he said: 

In the future I believe that we are going to have a better chance of winning the 
industrial and scientific race with the Soviet Union if we turn more of our problems 


over to the research laboratory, to the engineers of industry, and thus tap the 
broadest knowledge and know-how our Nation can provide. 







Do you know where and when that lecture was delivered? 

General Ror. Yes, sir, it was delivered on the 15th of last month, 
| believe, at the United States Military Academy to the corps of 
cadets. 

Senator O’Mauonry. He was telling the Corps of Cadets at that 
time that the Military Academy does not provide the technical train- 
ing that modern war demands. 

General Rorn. To the extent required to conduct research and 
development. 

Senator O’Manonry. What is your position on the statement you 
are describing as Assistant for Development Programing? 

General Rorn. That is my official title. I am an assistant to Gen- 
eral Craigie, who is Deputy Chief of Staff, Development, United States 
Air Foree. 

Senator O’Manonry. How long have you held this position? 

General Roru. I have held this position for about 18 months, sir. 
Prior to that I was in the same office as Deputy Director of Research 
and Development. 

Senator O’Manonry. How long have you been in the Air Force? 

General Rotn. Twenty-three years, sir. 

Senator O’Manonry. What has been your training in technical 
matters? 

General Rorn. I was with a training organization and then went 
to a tactical organization for 2 years. I spent 3 years in the training 
command at Randolph Field, Tex., and since 1935 I have been con- 
nected with research and development. 




























NEGOTIATION OF CONTRACT 








Senator O’Manonery. Did you have anything to do with the prep- 
aration of this contract? 

General Roru. I was present at the last negotiation on this contract; 
ves, sir, 

Senator O’Manoney. Were you present at the original negotiation? 

General Rorn. No, sir. 

Senator O’Manoney. So your only participation was during the 
last negotiation? 
General Roru. Yes, sir. 
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Senator O’Maunoney. For what period? 

General Roru. This was last September. I was present during the 
1 day when we had the final meeting at which time we arrived at a 
position as to the amount of money we should pay ARO for their 
operations. 

Senator O’Manonry. Are we to infer from that statement that 
the negotiation took only 1 day? 

General Roru. No, sir, you must not, sir. These negotiations 
went on for many weeks prior to that. 

Senator O’Manonry. Your purpose was to tell the committee you 
were really only an observer. 

General Roru. That is probably correct, sir. I went down there 
the last day when we were going to finalize and establish the policy 
relative to operation. 

Senator O’Maunongy. Who finalized and established the policy? 

General Rors. The final act that was taking place down there was 
an agreement by all the members present, the senior member being 
General Partridge; comanding general of ARDC. 

Senator O’Maunonry. All the members of what? 

General Rora. Of the group that was down there. 

Senator O’Mauonry. Who was the group? 

General Rotru. There were several Air Force representatives down 
there. I was one. Also my assistant, Colonel Snow. There was 
General Partridge, who represented the Air Research and Develop- 
ment Command. 

Senator O’Manonery. Was that a group representing the technical 
service? 

General Rorn. Not the technical service per se. 

Senator O’Manonry. How did this particular group happen to 
gather on this contract? What did they have the power to do? 

General Rorn. They have that delegated, sir. 

Senator O’Manonry. There must be a chain of command. I am 
trying to get you to put that in the record. They weren’t just gathered 
up by chance. 

General Roru. The one who made the decision as to whether these 
dollars are required in his opinion is the Commanding General of the 
Air Research and Development Command and that is General 
Partridge, and he is present. 

Senator O’Manonry. Then it was General Partridge who was in 
charge and the group there were advisers to him? 

General Roru. Yes, sir. 

Senator O’Manonry. And General Partridge is here to testify and 
will be called upon later. Very good. 

Are there any other questions? 

Senator McCuevitan. Do I understand this project has been 
constructed and is in operation? 

General Roru. It is not in operation. 

Senator O’Manoney. It is in process of construction? 

General Roru. Yes, sir. 


OPERATING CONTRACT 


Senator O’Manoney. Is this an operating contract or construction 
contract? 
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General Rors. This is an operating contract after construction is 
completed. 

Senator O’Manonry. Why was the operating contract necessary 
before construction was completed? 

General Rorn. To provide in advance the personnel and the sup- 
porting utilities in an operational condition before the facilities 
themselves actually came into operation. 

Senator O’Manonry. Is the same firm constructing it that is 
going to operate it? 

General Roru. No, sir. It is being constructed by the Corps of 
Engineers. 

Senator O’Manoney. The operating personnel that is there now, 
are they in process of training? 

General Roru. The ARO Corp., which is presently operating 
some of the facilities and carrying on some of the administrative 
duties which are required, are conducting the training program to 
operate these facilities. 

Senator O’Manoney. Are some of these facilities being operated 
now? 

General Roru. Yes, there are some of the supporting utilities that 
are being operated at the present time by the ARO Corp. 

Senator O’Manoney. | am trying to determine why you have an 
operating contract when there is nothing to operate. 

General Rotu. They have a warehouse, and they have the railroad. 
They also have the training program. 

Senator O’Manoney. | can appreciate a training program might 
be necessary. Is that primarily what this operating company is doing 
now, training the personnel to operate it? 

General Rora. They are supporting the commanding general down 
there in his operation, helping him to carry out his responsibilities. 
We have a list of those detailed functions which they are performing 
down there, sir, if you would like to have them read off. 











PRIOR TO PROJECT COMPLETION 





CONTRACT EXECUTED 


Senator O’Manoney. No. I am just trying to get the record 
clear. I am not challenging you. You have an operating contract 
to operate something that is in process of construction and not ready 
for operation. I am trying to get why the necessity for having such 
a contract and the expense until it is ready to be operated. 

General Roru. One of the functions to be performed by ARO is to 
review during the construction period the technical adequacy of these 
facilities as they are constructed, and this they do. 

Senator O’Manoney. In other words, the operating company now 
with its staff of experts are primarily engaged in supervising the 
construction so that it will meet the requirements of operation. Is 
that correct? 

General Roru. I am afraid 1 was looking at something else. 

Senator O’Manoney. I am trying to determine just what this 
operating company is doing now. What I have in mind is your 
operating company with its personnel is there now pretty much in 
the capacity of supervising and testing the construction to make 
certain that it is going to meet the requirements of operation effi- 
ciently when it is completed. Is that correct? 
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General Rotru. That is correct. 
Senator O’Manoney. That is what I am trying to get in this record. 
I am trying to find some necessity for the operating company to stay. 


CONSTRUCTION OF CENTER 


Who is constructing the research center? 
General Rota. The Corps of Engineers, sir. 2 
Senator O’Manoney. How much of it has been completed? : u 
General Roru. I will give you a synopsis of that. I think I have 


it broken down by projects. b 
General ParrripGe. I can give that offhand. The engine test E 
facilities are 49 percent finished. The gas dynamic facility is 9 e 
percent completed, the wind tunnel 3 percent finished as of the 1st _ | 
of April. 5 
Senator O’Maunoney. Those are the two facilities. fe 
General Parrripce. Three facilities. bs 


Senator O’Manonry. Three facilities which are being constructed. & 

General PartrinGe. Yes. 2 

Senator O’Manonry. The Army engineers are doing the con- PS 
struction. 

General Parrripcr. Yes. They are not themselves doing con- 
struction; it is done under contract by firms working for the Corps of 
Engineers. 

Senator O’Manoney. So there are private contractors who are 
building the facility under the supervision of the Corps of Engineers? 

General Parrripee. That is correct. 

Senator O’Manonry. Does ARO have anything to do with the 
supervision of construction? 

General Parrripce. Not exactly, no. 
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TECHNICAL ADVICE 


Senator Tyr. May I ask this, do they advise the Corps. of Engi- 
neers on some of the technical installations and construction? 

General ParrrinGe. Yes, indeed. 

Senator Tuyr. Is that the purpose of ARO? 

General Partripar. Yes. 

Senator Taye. You are in a highly technical research development : 
and therefore you are relying on the technicians in ARO to advise i 
the Corps of Engineers because you are pioneering in installation. 

General PartripGE. Quite correct. 

Senator Tuyre. You have no blueprints to draw from. 

Senator Toye. You have no blueprints to draw from. I am sorry, 

Mr. Chairman, for the interruption. 





PREPARATION OF PLANS 


Senator O’Manoney. That is all right. I was going to ask this 
question: Who planned the facility? 

General Parrrince. The technical facilities are being designed by 
Sverdrup & Parcel. 


Senator O’Manonery. This gentleman, Mr. Sverdrup, who is here 
today 
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General PartripGe. Yes. 
Senator O’Manonry. And Mr. Parcel were the engineers who 
designed the plant? 

General Partripcr. They are the architect engineers for the 
technical facilities. The central facilities such as the lay-out of the 
ground, the roads and so on, those designs are provided through the 
Corps of Engineers. 

Senator O’Manoney. So this partnership is also ARO, Inc., I think 
under another name? 

General Partriper. No, sir. 

Senator O’Manoney. It is not? 

General PartrripGce. No, sir. 

Senator O’Manonry. What is the difference between Sverdrup & 
Parcel and ARO, Inc.? 

General Partringe. I could explain that but I think it might be 
very well to let Mr. Sverdrup present his statement. Many of the 
questions that are being asked here will be answered in this very fine 
statement he has already prepared. 

Senator O’Maunonry. Very well. 


PROJECT DESCRIPTION 


Senator Haypen. The principal construction there is a great wind 
tunnel. 

General ParrripGr. Much more than that. These are the largest 
and most complicated technical facilities of their type anywhere in 
the world. They use something in the order of half a million horse- 
power. They have a lake 10 or 12 miles long for the purpose of 
furnishing water. They are exceedingly large. There is nothing like 
them anywhere. We are pioneering in the field. 

Senator McCLe.uan. In part at least this is pioneering, experience, 
you are trying to develop something? 

General Parrripaer. Yes, we have, for example taken some German 
wind tunnel test equipment. We increased its airflow almost six 
times. The number of test cells have been increased to three. Thus 
we may get from 12 to 20 times its original capacity. 

Senator O’Manoney. General Sverdrup, we will hear your state- 
ment, sir. 

INCORPORATION OF ARO, INC. 


Mr. Sverprup. Mr. Chairman and members of the committee, 
my name is L. J. Sverdrup. I reside at Richmond Heights, Mo. 
I am president of Sverdrup & Parcel, Inc., consulting engineers, with 
offices at Syndicate Trust Building, St. Louis, Mo. I am also presi- 
dent of ARO, Inc., a Tennesse corporation. 

ARO, Ine., was incorporated in April 1950. The exclusive purpose. 
of the organization is to manage, operate, and maintain Arnold 
Engineering Development Center, and since its organization ARO, 
Inc., has engaged in no other activity. 

Senator O’Manonery. As a corporate power do you engage in 
any other activity? 

Mr. Moser. It has corporate power only to execute contracts 
for the United States of America in this particular field. It has no 
corporate power to engage in any other activity. 
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Senator O’Manoney. So its charter limits it to an operation of 
this character. 
Mr. Moser. Yes, sir. 
Senator O’Manoney. Or similar operation. 
Mr. Moser. Yes, sir; for the United States Government, and for 
no one else. 
SEPARATION OF GENERAL EXPENSES al 


Mr. Sverprup. It was the desire of both the Air Force and Sver- 
drup & Parcel, Inc., that the accounting and administration of the 
AEDC operation be separated from the general activities of Sverdrup 
& Parcel, Inc., and for that reason a separate corporation was organ- 
ized. 

It was felt by everyone we should have a separate organization, all 
the backing that Sverdrup & Parcel could provide without having 
any of the overhead of Sverdrup & Parcel charged into the operation. 
We have offices in San Francisco, St. Louis and Washington as well as 
foreign operation and it would be rather hard to determine any 
proper overhead rate. Therefore there is no part of Sverdrup & 
Parcel overhead in ARO, whatever. They have all the benefit of 
Sverdrup & Parcel but there is no charge made for that whatsoever. 

Senator O’Manoney. Then do I understand that ARO does not 
charge the Government for any of the salaries, fees, or other cost of 
Sverdrup & Parcel, its controlling stockholder. 

Mr. Sverprup. Two of the officers of Sverdrup & Parcel are devot- 
ing a great deal of time to ARO. They are paid $5,000 a year each from 
ARO. I am president of ARO and draw no salary for it. I have not 
drawn any salary since January 1, 1951. As I show here I have 
charged a total expense of $89.72 for the time I have been there. 

Senator O’Manoney. This is in your statement. 

Mr. Sverprvup. That is in my statement. 

Senator O’Manoney. Proceed. 
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SVERDRUP & PARCEL, INC. 


Mr. Sverprup. Sverdrup & Parcel, a partnership, was formed in 
1928. In 1946 it was organized as a corporation. It has been and is 
engaged in the profession of engineering. The organization has grown 
from an unimportant size to one of the largest of its kind and has 
performed work involving the expenditure of more than a billion 
dollars. Its work has been performed not only in the United States 
but also in various other parts of the world. 


BID ON DEVELOPMENT CENTER 


During my absence in military service during the years 1942 to 
1945, the Sverdrup & Parcel organization performed the structural 
design for two wind tunnels at Wright Field, Ohio. In 1946 Sverdrup 
& Parcel were invited to submit a competitive sealed proposal for 
engineering services in connection with a project which since has be- 
come known as Arnold Engineering Development Center. We are 
informed that five organizations were similarly invited. Of them, 
three submitted proposals. A contract was awarded to us because, 
as we were informed, our proposal was considered to be the best and 
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the lowest in price. In consequence we entered into a contract to 
make site studies for the purpose of recommending the most desirable 
location of the project and to perform certain “preliminary design 
work. This contract was later supplemented as a result of which we 
were called upon to perform additional design services. Later a 
second contract was executed by the terms of which we have been and 
are engaged in the preparation of final design, construction specifi- 
cations, and other services. 


OPERATION REQUEST 


In the early part of 1950 we were requested by the Air Force to 
manage, operate, and maintain the facilities which are to constitute 
the AEDC. We are informed that this was done followi ing a written 
recommendation by Maj. Gen. F. O. Carroll, then Commanding 
General, AEDC, and that this recommendation was based on the 
fact that, as a result of having designed the facilities, we would 
possess experience, knowledge, and personnel not elsewhere readily 
obtamable for the operation “of the facilities. 

Congressman Gore stated two reports recommended nonprofit oper- 
ation, one the so-called Ridenhour report and the other the Markham 
report. That is not correct. The Ridenhour report was made before 
there was any operation of AEDC considered and it was made and 
it does not concern the operation of AEDC whatsoever. We did not 
solicit this work for ARO. As a matter of fact, in April of this year 
I wrote a letter to the Secretary of the Air Force, in 1951, April 1951, 
which is included in an exhibit, one paragraph reads as follows: 

The choice of contract operation was made by the Air Force without the 
solicitation or foreknowledge of Sverdrup & Parcel, Inc. Similarly, ARO, Ine., 
does not now solicit the extension of this contract. 

As a matter of fact, 1 personally suggested to the Secretary that 
the service of Professor Markham be obtained for the purpose of 
operating the center. Mr. Symington in my presence conferred both 
with Professor Markham and Dr. Hunsaker of MIT for the purpose 
of attempting to obtain Professor Markham’s service. This was 
not obtained because MIT would not consent to release Professor 
Markham. 


\EDC FACILITIES 





In this connection it may be advisable to attempt a brief description 
of AEDC. It will consist of facilities which are to be used to test 
propulsion methods of airborne vehicles, including airplanes and 
missiles. In the attached statement which was prepared for but 
could not be considered by the House committee (because its hearing 
was held before the statement was even anaes a somewhat 
detailed description is given of the facilities to be constructed. In- 
sofar as we know they are without parallel to anything in existence. 
Their purpose is to simulate conditions which obtain at speeds and 
altitudes far beyond anything yet attempted. It is agreed by every- 
one concerned that such facilities are absolute ly essential if we are to 
compete successfully with developments occurring in areas con- 
sidered to be hostile to our national interest. 















' 
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STOCKHOLDERS OF ARO, INC. 


The Sverdrup & Parcel firm is an engineering rather than an in- 
dustrial organization. There was some reluctance on our part to 
assume operational responsibilities for AEDC, and after we accepted 
the contract we effected an agreement with Aerojet Engineering 
Corp. (manufacturers of JATO and other aircraft products and with 
recognized experience in fields of testing and instrumentation) to 
participate with us in this operation. In the organization of ARO, 
Inc. (representing a contraction of the words Arnold Research Or- 
ganization) Aerojet Engineering Corp. and Sverdrup «& Parcel, Inc., 
were equal stockholders. 

After this action was taken, the Air Force called our attention to the 
fact that because Aerojet Engineering Corp., manufactures or might 
manufacture, products which should be tested at AEDC it was felt 
(without prejudice to the integrity and ability of Aerojet) that under 
such circumstances Aerojet should not be vested with management 
responsibilities in AEDC and for similar reasons it had been deemed 
inadvisable to have any manufacturer in the aircraft industry operate 
the center. This view is based on the assumption that to encourage 
the maximum use of the facilities by manufacturers in the aircraft 
industry they must feel assured that their discoveries and develop- 
ments will not be acquired by a competitor through use of the facilities. 
As a result Sverdrup & Parcel, Inc., purchased the stock held by 
Aerojet and thereafter all the directors (then four in number) were 
officers and directors of Sverdrup & Parcel, Inc. 


BOARD OF DIRECTORS 


In 1951 the Air Force suggested the desirability of having on the 
board additional directors possessing broad industrial experience. 
Complying with that suggestion the following directors were elected: 

S. D. Bechtel, president, Bechtel Corp. 

J. W. McAfee, president, North American Co., Union Electric 
Power Co. and its subsidiaries. 

David R. Calhoun, president, St. Louis Union Trust Co. and di- 
rector of many industrial corporations. 

Among other reasons for selecting us to manage and operate the 
facilities is the fact that in connection with their design we necessarily 
would accumulate a part of the specialized talent which later could be 
transferred from S. & P. to ARO and therefore would be available 
for oprating purposes. Beginning with the first contract in 1946 we 
began assembling such talent to augment our existing resources. 
Even in ordinary times there is no abundance of resources in the spe- 
cialized engineering and scientific fields involved and it is a well-known 
fact that in recent years the shortage in enginering personnel has been 
extremely acute. 


STOCK TRANSFER TO DAUGHTER 


Senator SALTONSTALL. You just named three gentlemen as directors. 
Now as I read the statement, the daughter and the father of one of 
those gentlemen, Mr. McAfee, were put on as stockholders. Now I 
can see the purpose of setting up this separate corporation. I would be 
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interested to know why you put in a daughter and a father of one of 
your directors as a stockholder. 

Mr. Sverprup. I did not put them in as stockholders, Senator. 
It is quite a common thing that you transfer stock in these days to 
your wife, your daughter, and your sons. That particular stock, 
however, under agreements is voted by the particular director. If he 
resigns as director that stock must be resold to the company. He 
asked our permission to transfer that stock to his daughter. Inci- 
dentally, he has since repurchased it but his father owns the stock and 
we agreed to the transaction as long as he votes the stock. 

Senator SALTONSTALL. So that the reason for that was that Mr. 
McAfee did not want to take that amount of stock in his own name. 

Mr. SverprRupe. Yes. 

Senator SALTONSTALL. Was that for tax purposes? 

Mr. Sverprup. For tax purposes probably. I don’t know but he 
probably made a gift to his daughter. 

Senator SALTonsTaLL. Did he pay for that stock? 

Mr. Moser. Yes. Mr. McAfee paid for his own stock. His 
daughter paid for hers and his father paid for his. The same thing 
is true, if I may volunteer this, with reference to Mr. Bechtel. Mr. 
Bechtel had a portion of his stock in the name of his son and also in 
the name of his daughter. Mr. Bechtel’s son is engaged in his busi- 
ness. They will eventually inherit his enterprises which are very 
vast. He told me that for years he has been interesting them in all 
of his enterprises because he thinks that they should be thoroughly 
familiar with them in view of the fact that ultimately they will have 
: the responsibility of controlling them. Each of those stockholders 
: paid for their own stock with their own checks. 

























IN CONTRACT 





STOCKHOLDER PROVISION 






I may add that the agreement to which General Sverdrup referred 
is one which has been executed by every individual stockholder. The 
agreement provides that no person or his nominee and the members 
of the Bechtel and McAfee families are considered nominees of Mr. 
Bechtel and Mr. McAfee, that no individual may hold stock in 
Sverdrup & Parcel unless he or the person controlling the other stock 
is vested with management responsibility in the event of a death or, 
in the event they cease to be directors or officers, they are bound to 
sell their stock at book value to Sverdrup & Parcel, Inc. 

Senator O’Maunonry. You are now talking about Sverdrup & 
Parcel. 
Mr. Moser. Yes; to Sverdrup & Parcel, Ine. 
Senator O’Manonry. And not of ARO, Ine.? 




















MAJORITY STOCKHOLDER 














Mr. Mosger. No. ARO does not buy the stock back. Sverdrup 
& Parcel is the majority stockholder now. The other stocks are held 
by the individuals shown in the statement. 
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INCORPORATION HISTORY 


Senator O’Manonry. The following information with respect to 
the incorporators and stockholders of ARO, Inc., appears on page 81 
of the House hearings: 

The incorporators of ARO, Inc., were A. W. Heinrich, H. 5. Austin, and E. M, 
Richard. The original owners were L. 8. Sverdrup, E. R. Grant, W. E. Mosier, 
B. R. Smith, D. C. Wolff. and Sverdrup & Parcel, Inc. Since June 1951, new 
stockholders are 8. E. Bechtel. Barbara Bechtel, Stephen Bechtel, J. Wesley 
McAfee, Barbara McAfee, Thomas McAfee, and D. R. Calhoun * * *. 

Original stockholders, 500-share issue: L. J. Sverdrup, 70 shares; E. R. Grant, 
60 shares; W. E. Mosier, 20 shares; B. R. Smith, 50 shares; D. C. Wolff, 50 shares; 
S. & P., Inc., 250 shares. 

Second issue, additional 500 shares, June 1951: 8. & P., Inc., 420 shares; E. W. 
Mosier, 80 shares. 

I assume the S. & P. referred to is Sverdrup & Parcel? 

Mr. Sverprup. Yes sir,. 

Senator O’Manoney (reading): 

Third issue, additional 300 shares, August 1951: 8. E. Bechtel, 100 shares; 
Barbara Bechtel, 100 shares; Stephen Bechtel, Sr., 100 shares. 

Fourth issue, additional 200 shares, September 1951: J. Wesley McAfee, 50 
shares; Barbara McAfee, 75 shares; D. R. Calhoun, 50 shares; Thomas McAfee, 
25 shares. 

I assume that this information was presented to the House on 
behalf of the company Sverdrup & Parcel? 

Mr. Moser. We presented no information to the House. 

Senator O’Mauoney. What about this information. It is correct 
or mcorrect? 

Mr. Moser. That is correct. 

Senator O’Manoney. The information is correct? 

Mr. Mosrr. That is correct. 

Senator O’Manoney. All right. 

Senator SALTONSTALL. Mr. Chairman, may.I ask one more question 
in that connection. 

Senator O’Manoney. Yes. 

Senator SALTONSTALL. General, I assume that this set-up was, so to 
speak, to keep a management corporation, to keep your accounts on 
this problem separate, and this corporation was set up, so to speak, 
within the family? 

Mr. Sverprup. It was organized by Sverdrup & Parcel. The 
first thought was that Sverdrup & Parcel itself would operate it. 
It was then felt both by us and by the Air Force as explained a while 
ago that it was far better to have a separate corporation do that so 
that the overhead of Sverdrup & Parcel would not be confused with 
the overhead of ARO, a much easier accounting method, and still they 
would have the full support of the parent company. 

Senator SALTONSTALL. This was paid in stock? 

Mr. Sverprvup. Yes, sir. 


RETURN OF STOCK AND DIVIDENDS PROVISION 


Senator SaALTonstaLu. So that with this separate company within 
the family everybody had to sell back to the company, if they wanted 
to get rid of their stock. That company would receive your com- 
mission over and above the cost and would pay separate dividends to 
the paid stockholders. Was that the theory? 
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Mr. Sverprup. If any dividends are paid, it. would; yes, sir. 

Senator SauronstaLL. So that while you people would do the 
contracting work, these outsiders whom you brought in as a separate 
corporation would receive their benefits. 

Mr. Sverprup. They would the same as any director in any com- 
pany. But the reason we want them to have stock and the reason we 
want them to sell the stock back in case they no longer are there, is 
that we definitely feel that the director will give us more time, will 
give us more effort if he has a financial interest in the company. | 
think that has been well borne out in the past. 

Senator SALTONSTALL. These men were all friends of yours? 

Mr. Sverprup. People I have known for a long time. 

Senator SALTONSTALL. And you wanted their help and this was 
your method of making the thing possible for them to receive financial 
benefits from giving you help in the form of advice and counsel. 

Mr. Sverprup. If any. 

Senator O’Manonry. Why do you say “‘if any’’? 

Did they give advice ‘and counsel? Did they give service? 

Mr. Sverprur. No; I say profit if any. 

Senator SAatronsTaLL. You meant to say the profit, if any, from 
these commissions. " 

Mr. Sverprup. Yes, sir. 

Senator SALToNsTALL. To repeat, your friends, people whom you 
trusted, and you set up this arrangement whereby they would get 
certain financial benefits if the result of your job for which they gave 
you their advice came out profitable? 

Mr. Sverprup. That is correct. 

Senator O’Maunoney. In order to clarify the question and the 
answer, Was it on the basis of friendship that they were brought in or 
was it on the basis of capacity to serve? 

Mr. Sverprup. That certainly was not on the basis of friendship. 
[ have a great many friends and, thank God, some of them also have 
ability. Now these men are outstanding and have a great deal of 
ability or they would not be where they are and that is the reason | 
selected them. 

Senator O’Mauonry. Proceed, General. 

Mr. Sverprup. Thank you, sir. We left off saying it was rather 
hard to get engineers. I might say this year some 38,000 are being 
graduated and industry needs 60,000. 


CHARGES AGAINST COMPETENCY AND BFFICIENCY 


What has been accumulated in both ARO and Sverdrup & Parcel 
for work on the AEDC project represents the product of nearly 6 
years of time and money. The continued availability of those 
resources to this project as it moves into the operating phase is in our 
opinion one of the most critical assets to the success of the Govern- 
ment’s effort to achieve the maximum benefit from the facilities of 
AEDC, 

Krom time to time we have received commendation from the Air 
Force for our work and therefore we were amazed when we learned 
through the press that our competency and efficiency—-and even our 
integrity——were being made a public issue on the floor-of the House. 


94846—52—-—-82 
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Much worse is the fact that this issue was decided against us with- 
out any opportunity on our part to present facts in defense. Insofar 
as we are aware no evidence has been produced to support the charges 
which have been made except the assertions of a single Noces Member. 
On March 19, 1952 in connection with a debate on the subject of 
cost-plus-a-fixed- fee contract this House Member referred to ARO in 
such terms as ‘“‘gyp,”’ “moocher,’’ and ‘‘nest feathering,” and he voiced 
his determination to protect the AEDC against “fraud and corrup- 
tion.’’ We learned this from newspaper accounts. 


LETTER TO HON. CLARENCE CANNON 


On March 26, 1952, I sent a letter to the Hon. Clarence Cannon, 
chairman of the Committee on Appropriation (to which no answer was 
received) in the course of which I said: 

It certainly is prudent, particularly in these times, for the Congress of the 
United States to investigate the expenditure of the taxpayers’ funds. I think, 
however, it is deplorable when unfavorable conclusions are reached and damaginy 
statements are made prior to an investigation and prior to the development of 
any facts, and particularly so when those statements are made on the floor of 
the House of Representatives of the United States Congress. Obviously, our 
reputation is one of our most valuable assets and we want to defend and protect it. 

I believe the Honorable George Mahon is chairman of the subcommittee that 
would normally investigate charges like those made by Representative Gore. | 
do not know whether Mr. Gore is a member of that subcommittee. We are, 
however, on our own preparing a complete detailed statement of facts covering 
all the matters mentioned by Mr. Gore, as well as all information concerning the 
creation and operation of ARO, Inc., which I will send to you sometime next 
week with sufficient copies for all members of the subcommittee. 

I want you to know that we are more than anxious to testify at any time before 
any committee to answer the questions raised by Mr. Gore and to refute the 
unfavorable inferences created by them. It is a new and very unhappy experi- 
ence for a company as old and well established as ours to be tried (without evi- 
dence) on the floor of the Congress and in the press without having been asked a 
single question or given an opportunity to furnish any information whatsoever. 

Two days later (on March 28) a hearing was conducted by the 
Subcommittee on Department of Defense Appropriations. We did 
not learn of that until the following week. 


BIOGRAPHICAL SKETCH OF GENERAL SVERDRUP 


Senator O’Manonery. Let me interrupt to ask you, General, some- 
thing about your own personal background. You began this state- 
ment merely by identifying yourself by name and giving your present 
business and place of office. Give us a brief sketch of your back- 
ground, sir. We refer to you as General Sverdrup. Where did you 
get the title? 

Mr. Sverprvp. I got the title m New Guinea during the war. | 
was in the war from the beginning to the end. I served on General! 
MacArthur’s staff first as director in charge of all construction in the 
Southwest Pacific. I was then made chief engineer of the theater 
and later made commanding general of the Engineer Construction 
Command. 

I was in charge of all construction, all work whatsoever of that 
nature in the Southwest Pacific. I was made a brigadier general in 
June of 1944 and a major general in January 1945. 

Senator Toye. If I may interrupt there, Mr. Chairman. You are 
an engineer by profession? 
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Mr. Sverprup. Yes, sir; graduate from the University of Minne- 
sota in 1921 after having been in World WarI. I was born in Norw ay, 
came over here, at 16 years of age. Worked my way through the 
University of Minnesota. I graduated in civil engineering. I later 
was chief bridge engineer for the State of Missouri. As a matter of 
fact I came there 3 years after my graduation. I stayed there until 
1928 when I organized the firm which I have been heading ever since. 

Among other things I was chairman of the Review Committee for 
the Atomic Energy Commission for locating various facilities for 
them. I am Chairman of the Board of Consultants of the Atomic 
Energy Commission for the work out at Arco, Idaho. I am also 
on several boards within the War Department. I still am in the 
Reserves and command the One Hundred and Second Infantry 
Division Reserve, which gives me a chance to go to camp every summer 
and take off some pounds. 

Senator Tuyr. You are not excessive right now. You would not 
have to worry about taking off many in the future. 

Mr. Sverprup. But I have been an engineer my whole life. 

Senator O’Manonry. When did you enter the Army? 

Mr. Sverprup. I entered the Army in the spring of 1942 after the 
war broke out. I had been selected and asked by the Army to locate 
what was known as a ferry route from America to Australia, up to 
the Philippines. I was out there doing that job building the base 
at that time. I was in Fiji when the war broke out. I wound up 
the work we had to do, was asked to come back in the Army, and did. 
| returned to this country for a conference in regard to the bases and 
immediately returned to the Pacific and stayed there throughout the 


war. And shortly after the surrender on the battleship Missouri 
where I had the pleasure to be present I returned to this country 
and finally got out of the service in April of 1946. 

Senator SauronsTaLu. Might I ask a question because I am afraid 
you are going to break this up to go hear General Ridgway very soon. 


PROFIT ON CONTRACT 


General, did your engineering company as part of its cost-plus 
contract include a profit for your engineerimg company and then put 
on another profit for this management corporation or did your engi- 
neering company do that on a cost basis with no profit to itself and 
the only profit that came to you came to your management corpo- 
ration? 

Mr. Sverprup. Sverdrup & Parcel and ARO are two entirely dif- 
ferent companies. As I explained a while ago, Sverdrup & Parcel 
is doing certain design work at Arnold Center for which they are 
being paid a fee. They have nothing to do with management. That 
is handled entirely by ARO, which is a distinct separate function. 

Insofar as does Sverdrup & Parcel make any: charge against ARO, 
the answer is “No.” 

Senator SaLTonstTaLu. I do not think | made myself clear. This 
contraet with ARO was on a cost-plus basis, was it not? 

Mr. Sverprup. Part of it was and part was not. One contract is 
a fixed fee, is already completed. 
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DOUBLE PROFIT DENIED 


Senator SALTONSTALL. What I am trying to get out is, did you as 
a stockholder of the ARO company and did you as an owner-operator 
in the engineering company take a double profit in any way on this 
business which you did with the Air Force? 

Mr. SverprRup. Well, I certainly would not call it a double profit. 
It is just like you say, one company is making automobiles and another 
company is out here building bridges. They may be owned by the 
same people but they are doing two entirely different jobs for which 
they are being paid. 

Senator SALTONSTALL. So that in your best judgment after that 
very fine record as a citizen and as a military man, there was no double 
profit taken from the Government for any work that you did in con- 
nection with this air tunnel? 

Mr. Sverprup. There certainly was not any double profit; none 
whatsoever. 

Senator SatronstaLL. You are perfectly clear in your own mind 
as a distinguished American citizen? 


ENGINEER SHORTAGE 


Mr. Sverprup. I am perfectly clear in my own mind and I am 
also very clear that we did not seek this. It is a great drain on us at 
a time when engineering personnel are extremely valuable, we have 
to transfer engineers from Sverdrup & Parcel and give them to ARO 
because they are needed for that work. We can show you some 15 
requests from the Air Force to do engineering work for them which 
we have turned down because we don’t have the capacity to do 
some of it. 

At the same time we have to deplete our engineers to keep ARO 
going because that is a commitment we have and we consider it a 
terrific commitment. We are going to try to do something here that 
has never been attempted before. When you are talking of speeds 
such as this, it is very hard for the human mind to understand. And 
still that is what the Air Force tells us they must have if they are going 
to compete. That takes the top people and when you take the top 
men out you are really bleeding. You can transfer youngsters; that 
does not hurt too much. 

Senator SALTONSTALL. So any work which the engineering firm did 
was compensation for the top men you put into that “effort? 

Mr. Sverprup. Engineering firms actually designing these facili- 
ties were not designing the sewers and roads and that sort of thing. 
We designed the gas-dynamic facility, the engine-test facility, where 
we go to ) altitudes and speeds that have never been considered before, 
and the very large wind tunnel, 16 feet, which is both transonic and 
supersonic. That is designed by Sverdrup & Parcel for which they 
are being paid by Air Force to do so. 

Senator SALTONSTALL. And being paid at usual engineering rates 
or lower? 

Mr. Sverprup. Or lower 

Senator SALToNSTALL. In addition to that the management cor- 
poration, ARO company, get its fee on top of the cost of doing work, 
part of which is the compensation paid for your top men as engineering 
specialists. 
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Mr. Sverprup. No, sir. 

Senator SaALronsTaLL. That is entirely separate. 

Mr. Sverprvp. The people transferred out from Sverdrup & Parcel 

th have nothing to do with Sverdrup & Parcel whatsoever. They are in 
Tullahoma where they are being kept busy. 



















SALARIES PAID IN ARO, INC, 





Senator Turn. Mr. Chairman, might I ask this one question in 
‘ connection with that. When they are transferred, what is the salary 
they receive? 
Mr. SVERDRUP. They are transferred at the same salary that they 
a received at 5S. & P. 
4 Senator Tuyx. That would be a salary of how much? 
Mr. SverprRvup. It varies. The average salary there the last time 


I checked from top to bottom was $3,999 and some cents. That 
4 varies. In ARO last time there were nine people getting $10,000 and 
Fi above. 

, Senator Turn. These are technical engineers that are pioneering 
in this highly scientific field for which you have no pattern to refer 
to to guide them; is that right? 

Mr. Sverprup. That is right. 

Senator Turn. It is just your ability to see and to develop. 

Mr. SverprRvp. It is the ability of a great many. Along with 
Fe that we have boards and consultants. It is like a watch where you 
take out one little piece and it will stop just as well as when you take 
out a big wheel. 









o 

Senator Tuyr. I believe you testified earlier you got a specific 
* sum of money for your service and only when you rendered a service 
and then it was an amount of how much money? It seems to me 
Py that you give a figure as to what your personal fee was. 

‘4 Mr. SverprRvuP. Mine? 

p Senator Tuyr. Yes, your personal fee. 

5 Mr. Sverprvp. | have sent in a total bill for my expenses of $89.72 
q for a period of 2 years. 

i. Senater O’Manonry. May I interrupt. The Senate is leaving at 


12:20 for the House Chamber to hear General Ridgway. There is 
a joint session, It will be necessary, therefore, tointerrupt the meeting 
at this point. If it is agreeable to the members we will reassemble 
here at 2:15 to proceed with this hearing. 
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(The hearing was resumed at 2:15 p. m.) 





CONTRACT FEE 






2 Senator O’Manonny. The committee will come to order, 
Ee General; you were being interrogated this morning by Senator 

Saltonstall with respect to profits and receipts. Now, in the House 
| the charge was made that Sverdrup & Parcel, the prime contractors, 

were drawing a fee for the preparation of plans, and another fee for 
checking the plans, and for the use of the plans. In other words, it 
was alleged that there were three separate fees being drawn by the 
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firm of consulting engineers of which you are the head, and I think 
the inference was made that between the two, Aro, Inc:, and Sverdrup 
& Parcel, a rather expanded profit or fee was being obtained from the 
Government. I think that is the principal thing for you to explain 
now, sir. 

Mr. Sverprup. Thank you, Senator. 

We went into that somewhat this morning. I would like very 
much to clarify it further. Sverdrup & Parcel is receiving one fee, 
and one only, from the Air Force, which is for designing plans and 
writing specifications and other services. 


SEPARATION OF FUNCTIONS PERFORMED 


All plans that they prepare are not only drawn, designed, but also 
checked by Sverdrup & Parcel engineers. ARO receives a fee, and let 
us for the moment say that ARO has another name. It is performing 
an entirely different function than Sverdrup & Parcel. It has no 
relationship to their work at all. 

There is a statement in bere outlining exactly what ARO is doing 
at the present time, some 17 different things which they are doing, 
which I will come to. . 

If ARO had been owned by Westinghouse or General Electric or 
any other firm, their fees would be the same as they are now and 
their functions would be the same. It has no relationship to what. 
Sverdrup & Parcel is doing. The Air Force makes a contract with 
Sverdrup & Parcel for designing these facilities, then it makes a 
contract with another firm for the operation of those facilities. In- 
cluded in that is advice to the commanding officer of AEDC on the 
functional adequacy of these facilities. That means that ARO by 
means of boards is reviewing all of the technical facilities to find out 
whether they are functional facilities, whether they will meet the 
requirements. 

Senator Tuyr. Do you loan engineers from the one firm to the other 
firm? 

Mr. SverpDRvupP. No, sir. 


ENGINEERS NOT INTERCHANGED 


Senator Toyz. Those engineers are not interchanged between the 
three organizations that are functioning—— 

Mr. SverprRvup. Two organizations. 

Senator Tuyrz. They are interchanged between two organizations? 

Mr. Sverprup. No, they are not. There are only two organiza- 
tions, Sverdrup & Parcel and Aro. They are not interchanged. We 
have transferred people and we will transfer a good many more as time 
goes on from Sverdrup & Parcel to Aro. 

Senator Toyz. The reason for the question, General, is this: If the 
first organization designs the plans and the engineers are employed 
while the plans are being designed by this firm, then they are trans- 
ferred to the second firm, when you execute the plans, are the engineers 
transferred in such a manner? 

Mr. Sverprup. No. Insofar as the head of each facility is con- 
cerned, they have been with Aro since its inception, that is, one man is 
in charge of the engine test facility, another man is in charge of the gas 
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dynamic facility and the third is in charge of the propulsion wind 
tunnel. Those have been constantly with Aro and not with S. & P. 
Senator Toyz. They have not been with the so-called designing 
corporation? 
Mr. SverprupP. That is correct. 
Senator Ture. So there is no relation between the designing corpo- 
ration and the functioning corporation? 
Mr. Sverprup. Not as being the same personnel, no, sir. 


INITIAL DESIGN CONTRACT 


Senator O’Manonry. Now, let me get this line of questioning that 
] was pursuing. W hen did Sverdrup & Parcel get the contract to 
design? 

Mr. Sverprupe. Our first contract with the Air Force on this was 
in the latter part of June 1946 which invotved investigation of sites 
all over the country and also preliminary designs. We have been 
working on the design of this facility ever since that time. 

Senator O’Manoney. That contract has not been completed? 
Mr. SverpRupP. No, sir. 









TOTAL 





COST TO DATE 





Senator O’MaHONEY 
of that contract? 

Mr. Sverprup. The total cost to date—I don’t know if I can give 
that. I can say that the total contracts in force, completed and un- 
completed, run around $10.5 million. 

Senator O’Manonry. Now, I am talking about one contract. I 
am talking about this prime contract for the design of the facility. 
Now, let us get that wrapped up and put away on the shelf. 

Mr. Sverprup. That is what I was trying to do, Senator. 


. What have you received to date as a result 


SUPPLEMENTAL 





CONTRACTS 


Senator O’Manonry. You spoke of other contracts. 

Mr. SverpruP. Well, there have been a series of contracts. There 
have been two major contracts with several supplements as the work 
has gone on. The total amount involved there, I believe, will be 
around $10.5 from 1946 on. 

Senator O’Manonry. Do you mean to say there were several con- 
tracts for design? 

Mr. Sverprup. Yes, sir; supplements and changes. For instance, 
the tunnel which is now being built as a 16-foot tunnel was originally 
laid out as an 8-foot tunnel. Then the Scientific Advisory Board and 
others, the Research and Development Board, going over it, thought 
that the 16-foot tunnel would be better. There have been a great 
many changes as time goes on, both in altitudes and in performance. 

Senator 6 ’Manonry. Who made those changes? 

Mr. Sverprup. The Air Force. 

Senator O’Manonry. Were they imposed upon you or designed by 
you? 

Mr. Sverprup. I don’t understand that, Senator. 

Senator O’Manonry. Well, you had a contract to design a facility. 
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Mr. Sverprup. Yes. 

Senator O’Manongry. Now, you are telling the committee that the 
Air Force changes the design. 

Mr. Sverprup. That is correct. They have changed the sizes and 
they have changed the requirements because a great many things 
have happened since 1946, both as to speeds and altitudes and power, 
and they have increased some of their requirements which they had 
originally determined upon. 


TYPE OF CONTRACT 


Senator O’Manonny. What type of contract is this? 

Mr. Sverprup. The first contract, which was about $1,200,000, was 
a fixed-price contract. At that time it was possible to outline nearly 
exactly what the Air Force wanted. The contract since that time 
has been a cost-plus-a-fixed-fee. 

Senator O’Maunonny. Did you receive that million plus? 

Mr. Sverprup. Yes, sir, that contract has been finished and 
completed. We are now working on a second contract which is the 
cost-plus-a-fixed-fee. 

Senator O’Manonry. What was the objective of the first contract? 
In other words, what did you engage to do and did you do it? 

Mr. Sverprup. We did do it, yes, sir. We were engaged to make a 
survey and to determine primarily from the viewpoimt of power, 
water, and other resources where would be the best place for the 
location of this particular center and to make preliminary estimates 
and preliminary designs of sufficient magnitude so that cost estimates 
of the center could be made and would be made. 


DESIGN CONTRACT COMPLETED 


Senator O’Manonry. When did you complete that work? 

Mr. Sverprup. That work was completed substantially in 1947, 
I believe, ves, 1947. 

Senator O’Manoney. That contract then was finished? 

Mr. Svprprup. Yes, sir. 

Senator O’Manoney. Was that completed before the incorporation 
of Aro? 

Mr. Sverprup. Yes, sir, completed about 3 years before the 
incorporation of Aro. 

Senator O’Manoney. Has there been any complaint or criticism 
with respect to that contract? 

Mr. Sverprup. To the contrary, we have received a very high 
commendation for it. 

Senator Toye. Mr. Chairman, might I ask one question at this 
point? 

Senator O’Manoney. Yes. 

Senator Tuyr. Did that first original plan call for an 8-foot or a 
10-foot wind tunnel, later raised to 16? 

Mr. Sverprup. Well, put it this way, Senator: The original one 
has been altered very, very much. It contained a great many things, 
things that have not been built and presently not contemplated to be 
built. On the original contract we did not only a study covering 
Air Force requirements but also NACA requirements. We envisioned 
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a very large center and everything that might go into it, some of it at 
later dates, some now, and only part of that was adopted in the final 
plans. 

WIND TUNNEL PLANS 


Senator Tay. Was the original wind tunnel plan in the first 
contract that you executed and then there had to be additional en- 
gineering done in order to design the 16-foot wind tunnel? 

Mr. Sverprup. Yes, that is correct. As a matter of fact, the 
original study included the 40-foot tunnel, 15-foot tunnel. It also 
had in it an 8-foot tunnel. It had an engine test facility. It had a 
great many other facilities that some day may be built. 

Senator Toyz. Was there any construction work done on the smaller 
wind tunnel and then that construction work found to be inadequate 
and then you proceeded to construct the larger tunnel? 

Mr. Sverprup. No, sir. Since construction started in June 1950 
there have been no alterations insofar as the size of the facilities are 
concerned. 

Senator Tuyr. There was no construction carried out until you had 
agreed that a 16-foot tunnel was the desired wind tunnel? 

Mr. Sverprup. That is correct. 

Senator O’Manonry. Now, let me get back to this series of ques- 
tions so that I can put it down here, A, B, C. 

You had the first contract for the design of the facility. You have 
completed that. It was completed before Aro was brought into 
existence and you were paid for it, and it is not an issue here? 

Mr. Sverprup. That is correct. 

Senator O’Manoney. In other words, the money has been paid and 
you have received it and that contract is over and done with? 

Mr. Sverprup. Has been approved by the General Accounting 
Office and Air Force Office. 


SECOND DESIGN CONTRACT 


Senator O’Manonny. Then you received another contract for 
design? 

Mr. SverprRup. That is correct. 

Senator O’Manonrny. When did you receive that second contract? 

Mr. Sverprup. I will have to refresh my memory on that. 

Senator O’Manonry. While he is looking for the date, what was 
the objective of the second contract? 

Mr. Sverprup. The first contract was merely preliminary designing. 
The second contract is for final designs, complete designs, complete 
specifications for the main facilities. 

Senator O’Manonry. What was the consideration for that con- 
tract? 

Mr. Sverprup. We will have to look that up. 

Senator O’Manoney. Has that contract been completed? 

Mr. Sverprvp. No, sir. 

Senator O’Manonry. What is its present status? 

Mr. SverprRup. That contract is $6,070,000. 

Senator O’Manonry. That is for design? 

Mr. SverprRup. Yes, sir. 

Senator O’Manoney. It is not for construction? 








504 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


Mr. Sverprup. No, sir. 
Senator O’Manonry. It has nothing to do with construction? 
Mr. Sverprup. Nothing to do with construction. 


STAFF OF ENGINEERS 


Senator O’Manoney. How large a staff of engineers has been 
employed on this second $6 million plus contract? 

Mr. Sverprvup. I would say at the present time on that one we 
have around 250 to 260 engineers, as of now. 

Senator O’Mauonry. Where do they operate? 

Mr. SverDRvupP. In St. Louis. 

Senator O’Manonry. The character of their work is preparing 
blueprints? 

Mr. Sverprvup. Preparing designs, which is the first design, and 
then of course the drafting of it and the checking of those, preparing 
specifications for purchase. 

Senator.O’Manoney. Purchase of what? 

Mr. Sverprup. Of equipment and construction. 

Senator O’Manoney. That contract has not been completed? 

Mr. Sverprup. No, sir. 

Senator O’Manonry. When will it be completed? 

Mr. Sverprvue. I will say that it wilh be at least 2 vears before it 
can be totally completed, at least. 

Senator O’Maunoney. Is that a lump-sum contract or a cost-plus 
contract? 

Mr. Sverprvp. It is a cost-plus-a-fixed-fee. 

Senator O’Manongy. What is the fixed fee for that contract? 

Mr. Sverprup. $397,000. 


CONTRACT COSTS 


Senator O’Manonry. What are the factors in the contract and the 
standards which govern the amount of the cost that goes into this 
contract? 

Mr. Sverprup. The actual cost of the men on there plus such over- 
head as is approved by the audit through the GAO audit, and so forth. 

Senator O’Manonry. What determines the length of time that 
may go into this? 

Mr. Sverprup. A great many things. One is the time it takes to 
design it. The second is that it has to be approved. Mainly it is the 
actual time necessary, a great deal of research. 

Senator O’Manoney. What supervision is exercised over this 
contract by the Air Force to make sure that the costs are not exces- 
sively expanded? 

AIR FORCE LIAISON OFFICE 

Mr. Sverprup. The Air Force maintains a liaison office right in 
our Office in St. Louis. In addition to that their auditors are con- 
stantly reviewing and auditing all costs. 


GAO EXAMINATION OF CONTRACT 


Senator O’Manoney. Has the General Accounting Office examined 
that contract? 
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Mr. Sverprup. Yes, sir; many times. 

Senator O’Manoney. Have you ever received any complaint from 
the General Accounting Office with respect to the manner of handling 
that contract? 

Mr. Sverprup. We have not. 

Senator O’Manoney. Why is it that such a contract is so expensive? 

Mr. Sverprup. Because we are designing approximately $100,000,- 
000 worth of equipment. I do not think that is very expensive when 
you figure the value of it. 1 think it is very reasonable, particularly 
so when we are dealing with things on which we have to do a great 
deal of original research, investigation, and study, because these are 
things that have not been built before. This is not something we 
can look up and say, “Well, this was done this way and that way.”’ 
We have called in not only our own people but included in this cost 
are the very top people in this country as consultants. 

Senator O’Manoney. It ought to be clear on the record this is in 
a sense an experimental venture in devising devices for aerodynamics 
and the other technological features of man’s conquest of the air 
which have never been tried before. 


CONSULTATION WITH NACA 


You spoke a little while ago of some consultation with the National 
Advisory Committee for Aeronautics. 

Mr. SverpRvpP. Yes, sir. 

Senator O’Manonry. Now, what was the nature of that con- 
sultation? 

Mr. Sverprvp. In the first contract we also prepared an estimate 
for a center that they at that time were considering. Later on they 
decided not to have that but to increase their facilities at their present 
locations, but we made several studies of both the lavout of that and 
the cost of it. 

Senator O’Manonry. Is there any reason that the National Ad- 
visory Committee for Aeronautics could not have done this work for 
the Air Force? 

Mr. Sverprup. Design these facilities, you mean? 

Senator O’Manoney. Yes. 

Mr. Sverprup. I cannot answer that, Senator, but I doubt very 
much if they are in a position to do so. I do not believe they begin 
to have the organization of the size that could undertake this in 
addition to the work which they now have. 

General Doouirrie. I would like to answer that question. I am a 
member of the NACA. The NACA could not undertake such an 
extensive project with its present personnel without hiring an agency 
such as Sverdrup and Parcel to do it for them. 

Senator O’Manonery. Now, was there any other contract for design 
and plans? 

Mr. Sverprvup. No, sir. 

Senator O’Manongy. These two contracts are the only ones? 

Mr. Svperprup. So far as Sverdrup & Parcel are concerned; 
yes, sir. 

Senator O’Manoney. Have you any function under that second 
contract which has not been completed, of construction or supervision 
or anything of that kind? 

Mr. Sverprup. No, sir. 
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CONTRACT WITH ARMY ENGINEERS 


Senator O’Manonry. Have you any contract with the Army 
engineers? 

Mr. Sverprvp. Yes, sir. 

Senator O’Manongy. What is that contract? 

Mr. Sverprup. We have a contract with them to render advice 
to them on the construction of the ETF, the engine test facility, 
under which we furnish certain men to them, cae working under 
them in Tullahoma. They have asked us to do the same thing for 
them on the gas dynamic facility. They want us to furnish me- 
chanical, electrical, and instrumentation laboratories. 

Senator O’Manonry. Do I understand that the Army engineers 
are engaged in the construction of one or more of the facilities which 
the S. & P. planned and designed? 

Mr. Sverprup. Yes, sir. 

Senator O’Manoney. And this contract with the Army engineers 
therefore is a contract by which some of your experts have been made 
available to the Army engineers to supervise the construction of the 
plans? 

Mr. Sverprup. That is correct. 

Senator O’Manonry. What sort of profit or fee do you get out 
of that? 

Mr. Sverprup. That is lump agreement whereby we furnish so 
many men for so many months for a certain amount. 

Senator O’Manoney. How do you calculate that amount, the 
salaries of the men? 

Mr. Sverprup. That is correct. 

Senator O’Maunoney. And overhead charge? 

Mr. Sverprup. No. There is an overhead charge which covers 
travel and stenographic expense. For instance, there is no charge 
made for clerical work, that is included in part of the overhead down 
there. The estimates made up, which are made by us, are furnished 
to the Corps of Engineers, checked by them, approved or disapproved 
as the case may be, we list the salaries paid the men, the overhead 
cost such as rent, stenographic salaries, and so forth. 

Senator O’Manoney. That is a lump-sum contract? 

Mr. Sverprvp. Yes, sir. 

Senator O’Manonry. In that contract goes these items of cost and 
overhead and I assume profit? 

Mr. Sverprvup. That is correct. 


PROFIT LIMITATION 


Senator O’Maunonery. How do you figure the profit? 

Mr. Sverprup. The profit in this case is limited to 6 percent. 

Senator O’Manoney. Is it limited in the contract? 

Mr. Sverprup. It is limited under law, architect, engineer. 

Senator O’Manonry. Under the law which governs the Army 
nga? 

Mr. Sverprup. Unless it is for research and development. In the 
case of research and development it is limited to 15 percent. 

Senator O’Manoney. Do not get off on that because I am talking 
about this specific contract of supervising and helping the Army 
engineers. 
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Mr. Sverprup. Yes, sir. 

Senator O’Manoney. Can you tell us what the profit of S. & P. is 
under that formula? 

Mr. Sverprup. No, I cannot because it has not been completed 
yet, but the estimate of profit I can. 

Senator O’Manoney. What is the estimate? 

Mr. Sverprvup. The one we are dealing with now is around $7C,000 
and, as I recall, the estimate of profit is in the neighborhood of $4,000. 


NUMBER OF CONTRACTS NEGOTIATED 


Senator O’Mauoney. Those are the three contracts now we have 
covered, first, the original contract which is completed and finished. 

Mr. SverprRup. That is correct. 

Senator O’Manoney. Second, the final design and plan for the 
facility. 

Mr. Sverprvp. Correct. 

Senator O’Manoney. Third, the contract with the Army engineers 
by which you give them certain men to supervise the construction. 

Mr. Sverprup. That is correct. 

Senator O’Manonry. Then we come now to ARO, which has a 
contract with the Air Force for the management of the facility. 

Mr. Sverprup. That is correct. 

Senator O’Manonry. Now, when did that contracting go into 
effect? 

Mr. Sverprup. The first contract went into effect, negotiated 
in April of 1950. 

Senator O’Manonry. When was that concluded? 

Mr. Sverprup. When was it concluded? 

Senator O’Manoney. You speak of the first contract. 

Mr. Sverprup. It was a renewal of the contract. That contract 
ran to September 30, 1951. 

Senator O’Manoney. Between 1950 and 1951 under that contract 
what managerial function did you perform? 

Mr. Sverprup. That is when we first started to organize ARO. 

Senator O’Manoney. You did not make a contract with the Air 
Force to organize ARO, did you? 

Mr. Sverprup. We certainly did. 

Senator O’Manoney. I thought this was a contract with ARO to 
supervise. 

Mr. Sverprup. It was, to manage. But there was no such com- 
pany at that time. It was organized for the purpose of managing, 
operating. 

Senator O’Manoney. General, do not make it difficult for me to 
understand you. When the contract was made with ARO, certainly 
ARO had been already organized. 

Mr. Sverprup. There was a corporation and that was all, Senator. 

Senator O’Manonry. Well, it had been organized, had it not? 

Mr. Sverprup. Yes, sir. 

Senator O’Manonry. What were you to do under that contract? 

Mr. Sverprvup. Under that contract we were to manage, maintain, 
and operate the Arnold Engineering Development Center. 

Senator O’Manoney. Had it been built? 
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Mr. SverprRup. Construction had been started. It had not been 
built. 
Senator O’Manonry. What was there for you to manage? 


TRAINING PROGRAM 


Mr. Sverprup. Well, it was recognized, Senator, that you cannot 
wait until something like this is in being and then say, ‘Here is an 
organization to operate it.’ You do not get people of this caliber 
just overnight to do that. We transferred some people from Sverdrup 
& Parcel into ARO, we hired others. We set up a training program 
all over the United States, sent some of them to NACA, some to Navy, 
some to Air Force, some to private industry, some to universities, 
training them on the specific things we would be doing. 

Senator O’Manonry. What you were doing under this contract 
was assembling the expert staff that would be capable of managing 
these new facilities which had never before existed or the like of which 
never before existed. 

Mr. Sverprup. That is correct, and one more thing: the chief of 
each one of these three facilities became chairman of the board of 
review that reviewed these plans for functional adequacy and advised 
the commanding general as to whether they thought it would oper- 
ate properly, whether changes should be made. ‘Those panels were 
organized immediately and have been functioning ever since. 


ADVISORY FUNCTION OF COMPANY 


Senator Ture. In other words, they were supervising the construc- 
tion as the construction proceeded? 

Mr. Sverprup. I would not say they were supervising the construc- 
tion at all. For instance, let us take the concrete example. In the 
engine test facility we had a very tough problem insofar as explora- 
tion was concerned because you are actually running the engines in 
the tunnels and you are getting a very explosive mixture when that 
goes out to the plenim chamber. We got into terrific discussions as to 
whether that was actually safe or not. The panel of ARO went into 
that very very thoroughly and decided that the Maxim silencer and 
other things we used were not safe, and we ought to make some changes 
in there in order not to have the thing blown up. 

Senator Toye. That is what I have in mind when J said you were 
supervising construction, because as construction proceeded if there 
were errors made and it would not operate, once it was constructed, 
you would have to go in and do a tremendous amount of engineering 
to redesign to meet the requirement. I am just trying to follow you, 
if that is correct or not, because you were pioneering, you were entirely 
in a new field; as you pioneered you would have to supervise every 
step in order to make certain there were no errors in the first calcu- 
lation that had been made in the design. I know as far as I am con- 
cerned, that is all that was in my mind, to make certain there was no 
feather nesting. 

That is why I have had some questions here that might seem as if 
they did not relate to the question that we have before us. 

Mr. Sverprvp. I do not like the words “supervise construction,” 
Senator, because that is done by the Corps of Engineers. Actually, 
what we do is give advice to the commanding general. 
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Senator Tuys. I am not thinking about walls and foundations. 1 
am thinking about very, very highly technical and scientific equipment 
that is going to rest within the construction of what the Engineers are 
putting up. 

Mr. Sverprvp. That is correct. ARO, as such, does not go into 
the matter of foundation walls, foundation pressures or anything like 
that. 

Senator O’Manoney. Let us make it clear on the record that ARO 
is not constructing the plant at all. 

Mr. Sverprup. They certainly are not. 

Senator O’Maunoney. You are only a management concern. 

Mr. Sverprup. Correct. 

Senator O’Manoney. And the first contract that ARO had was the 
contract under which you built your management organization, that 
is to say, recruiting the personnel which in your judgment would be 
capable of managing this facility after it had been completed. 

Mr. Sverprup. That is correct, sir. 

Senator McCieiuan. On this word “supervising construction,” 
what they are actually doing is supervising the design? 

Mr. Sverprvup. No, they are not supervising the design. They are 
giving advice to the commanding general or the commanding officer 
saying, ““Now, we don’t think this will function correctly.” 

Senator McC.etian. That is supervising designing. Maybe I am 
using the wrong word. It is certainly a supervisory function of some 
kind. Now what do they supervise? 

Mr. Sverprup. On functional adequacy. They are there to 
review and to tell the commanding general whether in their opinion 
this will reach, say, 10 times the speed of sound or 9 times the 
speed of sound. 

Senator O’Manonesy. I want to make it perfectly clear that when 
we talk about any activity with respect to the Corps of Engineers 
we are talking about the contract of S. and P. with the Army engineers 
and not about the management contract with ARO. 

Mr. Sverprup. That is correct. 


FIXED FEE UNDER ARO, INC. CONTRACT 


Senator O’Manoney. I had gotten beyond, I thought, this con- 
tract with the engineers and was trying to pursue the relationship 
between the Air Force and ARO and the responsibilities which ARO 
has undertaken under these management contracts of which I under- 
stand there were two, the original and an extension of it. 

Mr. Sverprup. Yes, sir. 

Senator O’Manonpsy. Now, is there a fixed fee there? 

Mr. SverprRup. Yes, sir. 

Senator O’Manonry. What is that fixed fee? 

Mr. Sverprvup. On the first contract the fixed fee was $23,000. It 
is all in my statement here. 

Senator O’Manoney. Well, we will pursue it this way, if you do 
not mind, so we will get it behind us. 

Mr. Sverprup. $23,474.50. 

Senator O’Manonery. Now, that was the total compensation above 
cost that ARO received? 

Mr. SverprRupP. Yes, sir. 
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Senator O’Manoney. That was the only source of profit for the 
stockholders of ARO? 

Mr. Sverprup. Yes, sir. 

Senator O’Manonry. Now, what was the fixed fee in the new 
contract? F 

Mr. Sverprup. The fixed fee in the new contract is $95,000. 

Senator O’Manoney. Has that been paid yet? 

Mr. Sverprup. Part of it as we go along. 

Senator O’Maunoney. Is that also the sole profit to be obtained by 
ARO? 

Mr. Sverprup. That is, sir. 

Senator O’Manoney. No other profit, no other source for the 
stockholders of ARO to derive any profit from the Government? 

Mr. Sverprup. None whatsoever. 

Senator O’Manoney. All right. Now, then, S. and P. being stock- 
holders of ARO, the controlling stockholders, therefore must obtain 
whatever they do obtain from this fixed fee, is that right? 

Mr. Sverprvp. That is correct. 

Senator O’Manonnry. Unless by the transfer of personnel from 
S. and P. to ARO some gain is made that way. Now what do you 
have to say about that? 

Mr. Sverprup. I would say that is far from again. I cannot think 
of any engineer corporation today in any engineering business that is 
anxious to transfer employees. 5S. &. P. today, Senator, are having ads 
put in papers all over the country advertising for engineers and still 
we are transferring them to ARO because that is a contract we have 


agreed to. 
Senator O’Manonry. You have other jobs to do? 
Mr. Sverprup. We certainly do. 


Senator O’Manoney. And other places where you could put these 
engineers to work which you transferred to ARO? 

Mr. Sverprup. Yes, sir. 

Senator O’Manonry. Do you regard this as a profitable contract 
for ARO and its stockholders? 


NO PROFIT OR SALARY RECEIVED 


Mr. Sverprup. I would put it that way, Senator, I do not look 
upon it as a profitable contract or what I could make the most of if 
we used the engineers in our own business. 

Senator O’Manonry. Now, may I ask you whether you receive any 
personal salary from ARO? 

Mr. Sverprvp. I do not. 

Senator O’Manonry. Have you received any profit from ARO? 

Mr. Sverprup. No, sir. 

Senator O’Manoney. You have received some expenses from ARO? 


EXPENSE ACCOUNT 


Mr. Sverprup. Yes, sir. I have put in one or two expense 
accounts. 

Senator O’Manoney. You testified with respect to that this 
morning. 

Mr. Sverprup. Yes, sir. 
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Senator O’Manonry. What was the amount? 
Mr. Sverprup. $89.72 is the total amount I have charged the 
Government for any expense I have had in ARO. 
Senater O’Manonry. From the beginning to the end, this moment? 
Mr. Sverprvup. Yes, sir. 
Senator O’Manoney. Under the first contract and the second 
contract? 
Mr. Sverprup. Yes, sir. 
Senator O’Manoney. Has your partner received any? 


SALARY OF ARO VICE PRESIDENT 








E Mr. Sverprup. No, sir. Parcel has none whatsoever. Mr. Grant, 
' who is one of the officers, what he has received I do not know, but it 
' certainly is not very much. He is the executive vice president of the 
’ company, for which he gets $5,000 a year from ARO, also the treas- 
-  urer of the company. 

Senator O’Manonry. Then so far as ARO is concerned, we are to 
understand from your testimony that the only obligation of the Fed- 
eral Government under this appropriation is to pay this fixed fee, the 
$23,000 plus, which has already been paid for the first contract and 
the $95,000 which has not yet been paid under the second contract. 
Mr. Sverprup. That is correct. 


AUDIT OF ACCOUNTS 

























¥ Senator O’Manoney. Now, let me ask you directly and specifically, 
' is there any cover-up or evasion anywhere along the line whereby, to 
- use Senator Thye’s words “any feather nesting” could take place? 
Mr. Sverprup. There certainly is not. There never has been and 
' there never will be. Furthermore, all the way through accounts 
have been audited not only by the Air Force auditors but by the 
General Accounting Office auditors. If, as has been stated, we have 
a pipeline into the Treasury, we are the last ones to know about it, 
and it certainly has not been used. 
Be Senator O’Manonry. Has General Accounting Office examined 
the ARO Co.’s contracts? 

Mr. Sverprup. Yes, sir. They have as far as I know not made 
any report on it. 


a Senator Taye. Mr. Chairman, are there any of the General 
- Accounting Office staff here? 
Senator O’Manonry. No. I did not call any. 


Senator McCietian. Let me ask one question. You have not 
concluded your testimony, but up to now you say this is not a profitable 
contract. Do you mean by that that there is some other incentive for 
_ you to undertake this project? 

Mr. SverprRup. Yes, sir, there is. 

Senator McCieiian. Other than profit? 

; Mr. Sverprup. Yes, sir, there is. 

Senator McC.Le..an. What is that incentive? 

Mr. Sverprup. I think that it is essential that this job be done. If 
a do not have this center, I think we are going to fall far behind in 
the race. 





94846—52——-33 





512 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


Senator McCieiian. Let me ask you then: Is it your position that 
instead of seeking and exacting the maximum amount of profit from 
this enterprise, that you feel that you and your associates in the 
enterprise are actually making a sacrificial contribution to this great 
scientific effort, if that is the correct term for it? 


PROFIT RETURN FROM PRIVATE AND GOVERNMENT BUSINESS COMPARED 


Mr. Sverprup. Senator, for the first 18 months, while the fee of 
Aro was $23,000—there are as you all know, nonreimbursables in 
Government, interest and advertising, and so forth, is not allowed— 
Aro showed a net of $16,036.91. That was actually the net fee 
received before taxes. Now, if that is very profitable after 18 months, 
then I do not know 

Senator McCietian. What I am trying to determine—just say so 
if it is true—is that you have additional incentive to serve your 
country and your company is faa hy do that and that is the primary 
reason and not just to getprofit. If that is true, say so. 

Mr. Sverprup. If we did not feel that way, we would not have the 
contract now, Senator. If it is just merely a question of making 
money, we could do far better. 

Senator McCie.ian. Could you take the same personnel that 
you have assigned to this contract and put forth the same energy in 
other fields of private enterprise of similar character and actually 
make more profit for the company than you are making out of it? 

Mr. Sverprup. We certainly can and I think the best illustration 
I can give, Senator, is this: Last year this AEDC work we did, so far 
as Sverdrup & Parcel are concerned, constituted 40 percent of our 
work and 15 percent of our profit. We made far more money on our 
other work than we did on this. We think it is a job we have under- 
taken and we must complete it because we believe equally with the 
Air Force that this is essential. 

Senator McCueuian. There is another element of profit aside 
from dollars and cents involved in it. We profit by experience. 

Mr. SverDRupP. Yes, sir; that is true. 

Senator McCLe.ian. Your organization profits by the experience. 

Mr. Sverprup. That is true. 

Senator Tuyr. You also recognize that unless this scientific research 
equipment is installed and you do this research or permit the Air 
Force to do this research scientifically, you are going to have to use 
the actual equipment which involves not only millions but billions as 
well as the life of the man that has to do the work in actual operation 
of the plane, without having the test with this so-called laboratory 
equipment that you are making possible. 

Mr. Sverprup. That is possible. 

Senator Toyz. Those who pioneered that way in the air service 
had to hunt their way through, and General Doolittle is one of them, 
and this makes it possible for them to do it scientifically without 
endangering the life of man to do the test work with the physical 
equipment in the air. 

Mr. Sverprup. That is correct. 

Senator Torr. That is what you are endeavoring, and the quicker 
we get this through and can completely construct it, the less we are 
going to endanger our pilots to do the test work with the actual ma- 
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chine in the air that costs anywhere from millions to the billions of 
dollars. 

Mr. Sverprvup. That is correct, Senator. 

Senator McCueuuan. It also enables us to keep pace in progress 
with a potential enemy. 

Mr. Sverprup. I hope it will enable us to stay ahead of them. 

Senator O’Manonry. General Sverdrup, we have covered a pretty 
broad range of questions here dealing with the subject matter of your 
statement. I am wondering whether there is anything in your state- 
ment which has not been adequately covered which you should and 
do now want to mention. Your statement may, I will say, be put in 
the record. 

Mr. Sverprup. That being the case, Senator, I think I would rather 
turn this over. 

(The unread portion of Mr. Sverdrup’s statement follows:) 


On April 3, 1952, the statement, referred to in our letter to Mr. Cannon, was 
completed. <A copy (with one correction subsequently made) is attached hereto 
and marked “Exhibit 1.’ It was delivered on the morning of April 4 to the 
offices of Mr. Cannon and the members of the Subcommittee on Department of 
Defense Appropriations. On the same day H. R. 7391 was reported to the 
House. 

An analysis of press interviews, proceedings before the subcommittee and re- 
marks on the House floor, both before and after introduction of the bill, will dis- 
close that the House Member’s charges are based on the following facts and 
assertions: 

1. The employment of Mr. Stephen F. Leo. 

2. The employment of Gen. Thomas A. Farrell. 

3. The assertion that Gen. F. O. Carroll’s proposal of a $1,500,000 estimate and 
a fixed fee of $25,000 was improperly overruled by Lt. Gen. E. E. Partridge. 

4. The assertion that ARO wanted a fee of 3% percent of the cost of electric 
power to be purchased by the Government. 

5. The assertion that after ‘all its (ARO’s) officials are paid their salaries, it is 
receiving a fee this year of $95,000.” 

(1) In his attacks on March 19 and April 9 (Congressional Record 2566, 3938). 
the House Member described Mr. Leo as being “head of ARO” and “operatin:; 
head” and “without engineering, scientific, or technical training or experience.’’ 
(Coupled with this were certain innuendos concerning Mr. Stuart Symincton and 
Sverdrup & Parcel. On April 9, in the House debate he did give Mr. Symin«ton 
a gialified clearance by saying: ‘I have seen no specific evidence that he (Syming- 
ton) acted in other than good faith.’’) 

It is not true that Mr. Leo is or ever was ‘“‘head”’ or ‘operating head”’ of ARO or 
that his duties require engineering, scientific, or technical knowledge. As the 
attached statement shows, Mr. Leo was temporarily transferred from Sverdrup & 
Parcel, Inc., to ARO to perform duties which were and are solely administrative i \ 
character. That he is amply qualified and experienced in responsible administra- 
tive work is fully demonstrated by his background. I attach a statement, marked 
“Exhibit 2,’’ describing Mr. Leo’s experience in detail. Mr. Leo served ude: 
Gen. Lucius D. Clay in an administrative capacity in military governme t i+ 
Germany. I attach a copy of General Clay’s letter to me dated April 25, 1972, 
which expresses his opinion of Mr. Leo’s administrative and executive ability. 
It is marked ‘Exhibit 3.” As is shown in exhibit 1, Mr. James Gayner wa: 
employed early this year by ARO to fill permanently the position cf director cf 
administration and he reported for duty March 1. Mr. Leo’s return to St. Louis 
only awaits Mr. Gaynor’s opportunity to acquaint himself fully with his duties 
and responsibilities. 

In his connection it may be pertinent to say that there is no truth in the state- 
ments which have been made to the effect that in addition to his salary Mr. Leo 
participates in the ARO fee (Congressional Record 2566). Mr. Leo is not and 
never has been an officer, corporate director or stockholder of ARO. If, by these 
statements, it is meant that Mr. Leo can participate in ARO’s earnings through 
his stoekholdings in Sverdrup & Parcel, Inc., then the language employed creates 
a false impression. And, on that subject, it may be of interest to note that if all 
of ARO’s prospective earnings were to be disbursed in dividends and in turn 
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Sverdrup & Parcel, Inc., were to make similar disbursement, a calculation indi- 
cates that Mr. Leo’s indirect interest in the ARO fee through being a stockholder 
in Sverdrup & Parcel, Inc., would amount, after taxes, to about $350 for the 
current contract year. 

(2) The employment of Gen. Thomas A. Farrell as managing director (the 
actual managing ‘“‘head’’) of ARO for a salary of $30,000 a year is attacked as 
being “‘almost double that which he had ever drawn before’”’ (Congressional Record 
2566). As the chairman of the New York Housing Authority, General Farrell re- 
ceived a salary of $22,500 per year with certain allowances in addition. General 
Farrell was selected after a lengthy search for a man suitably equipped to fill this 
most important position and, in our opinion, ARO and AEDC are fortunate in his 
acquisition. Happily, even his critic refers to him as ‘able and distinguished.” 
His biography is incorporated in exhibit 1. 

(3) It is true that at the last contract negotiation Gen. F. O. Carroll proposed an 
estimated cost of $1,500,000 and a fee of $25,000 and that the estimated cost 
finally was determined at $3,000,000 and a fee of $95,000 was negotiated. Much 
capital has been made of this. A development of the actual facts will completely 
destroy the inferences which have been created. : 

The subject of estimated costs (very important for budget and other purposes) 
was intensively studied by ARO and the AEDC for several months prior to 
contract negotiations and there was complete agreement between the working 
levels of both organizations on the figure of $2,318,000 for those functions which 
it had been agreed we were to perform. In addition, there were other functions 
and items (training program, etc.) upon which a decision had not been made. 
By including all of them for cost purposes, our estimate amounted to $3,400,000. 
At the contract negotiations, upon the elimination of certain items this estimated 
figure was reduced to $3,100,000. On August 23, we were told that the estimate 
could not exceed $1,500,000 because that was the limit of money AEDC had 
available for the purpose without seeking more from higher authority. At the 
Hceuse committee bearing held March 28, it developed that the AEDC $1,500,000 
estimate was predicated on the assumption by headquarters, AEDC, that it 
would retain its strength (both military and civilian) to perform functions which 
higher authority had decided ARO was to perferm and is to perform. Regardless 
of what may have been the reason for the $1,500,000 figure, the fact remains that 
before contract negotiations both AEDC and ARO had agreed on an estimated 
cost. of $2,318,000 for only a portion of the total work. The detailed figures are, 
of course, available. 

At the House hearing (p. 84) the statement was made that at the last contract 
negotiation, ARO asked for a budget of $12,900,000. From this misleading 
statement the unfavorable inference has been drawn that ARO selfishly sought 
an exorbitant budget which could be used as a basis to obtain a higher fee. 

A copy of the transcript of contract negotiations is incorporated in the report 
of the House hearing. By referring to that transcript as shown on pages 56-57 
of the report of hearing, it will be found that the $12,900,000 figure was an estimate 
of the total amount AEDC would have to spend during the contract vear, inclusive 
of capital items which would not flow through ARO’s contract. ‘The transcript 
specifically shows further that the figure of $12,900,000 was not to he used for 
the purpose of discussing a fee for ARO. Insofar as ARO’s estimate for its own 
cost is concerned, the transcript clearly reveals the figure to be not $12,900,000 
but $3.4 or $3.5 million and also that before contract negotiations the working 
levels of both AEDC and ARO had agreed on a figure of $2,318,000 with a number 
of items yet urresolved. There was no important disagreement with the working 
level of AEDC in regard to estimating costs. The obstacle to complete agreement 
before contract negotiations was a lack of knowledge by the working level of AEDC 
concerning the extent of the functions which ARO was to perform during the 
current contract year. 

Our fee (equivalent to slightly more than 3 percent of cost) is, we are informed, 
the lowest for the civilian operation of a military activity. General Carroll 
has so stated publicly. Our fee for the first contract period (18 months) was 
$23,474.50 and after nonreimbursable expenses are deducted it amounts to 
$16,036.91 (before taxes). The present fee is $95,000. Statements have been 
made that the fee is “clear profit’? (Congressional Record 3939) and that the 
capital risk is “substantially nil’ (hearing, p. 97). Such statements are not 
accurate. In addition to the inevitable nonreimbursables there are inherent 
business hazards. I shall mention a few that come to mind. We are responsible 
for a large amount of Government property entrusted to us. By our contract 
the Government requires us to indemnify it against losses because of patent 
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infringements. To demonstrate that this is not a merely theoretical, potential 
liability, I may mention that just recently a claim has been made that a patent 
infringement occurred in connection with a design by Sverdrup & Parcel, Inc., 
of noisecontrol for one of the facilities. It should not be necessary for me to 
add that one judgment for infringement can amount to a very substantial sum. 
We do not consider this provision to be reasonable under the circumstances, but 
we are faced with it, nevertheless. Losses, such as result from inadvertent viola- 
tion of stabilization, wage and hour, and other regulations, can be substantial. 
We are now confronted with one arising from stabilization regulations. Without 
going into detail I shall mention that because of the date when ARO came into 
existence the regulations created a problem concerning the method to be followed 
for compliance purposes. 

Despite timely conferences on the subject in St. Louis and Washington with 
wage and salary officials, we have been notified of an alleged violation which now 
must be determined. And because ARO holds a Government contract, the pen- 
alty can amount to a disallowance of the entire sum for reimbursement purposes 
as well as for tax purposes. This likewise is a very practical problem. Inevitably 
there will be losses from normal human failures. A loss, no matter how large, 
resulting from failure to obtain prescribed insurance would have to be borne by 
us. We now are faced with the problem of sales and use taxes being exacted by 
the State of Tennessee. Approval of this, or any other expenditure by the 
contraeting officer, is no protection to us if the General Accounting Office rules 
otherwise. See the decision of the Comptroller General in 24 Comp. Gen. 834 
where the contractor had to make reimbu:sement of sums paid for taxes after it 
had made payment upon the advice of the attorney general of the State, the 
contracting officer and the Judge Advocate General that the tax was legally due. 
These are some of the business hazards which we now think of. Undoubtedly 
there are others. They, of course, are in addition to the question of legitimate 
expenses which are nonreimbursable because they do not come within the armed 
service procurement regulations. Everyone familiar with CPFF contract 
operations knows that such nonreimbursables necessarily occur. In connection 
with contracts of this type performed by Sverdrup «& Parcel, Inc., experience has 
shown that a large portion of the fee is consumed by nonreimbursable expenditures. 
Under its present contract (9928) for design of AEDC facilities, the nogreim- 
bursable expenditures for 1950 and 1951 have amounted to $82,765.02. This is 
equivalent to more than a third of the fee. Because ARO’s business is non- 
competitive, thereby eliminating such nonreimbursable expenses as necessary 
advertising and similar expenditures, it is anticipated that the nonreimbursable 
expenditures should not be proportionately as large as those under the Sverdrup 
& Parcel, Inc., contract, but, as shown by our experience under the first ARO 
contract, they will be substantial. 

Under a provision of ARO’s first contract, in order to relieve it of the expense 
of borrowing or otherwise obtaining working funds in addition to its capital, the 
Government advanced the sum of $100,000 about 6 months after the contract 
was in effect. This contract provision was based on Public Law 413. It was 
part of the arrangement by which this contract was negotiated for a fee said to 
be lower than any other for comparable services. The sum advanced was repaid 
in full last October. When the present contract was negotiated for a fee of 
$90,000 it was agreed that a similar provision for the advance of funds would 
be included. However, a few days later, we were informed by the Air Force 
that it had been decided not to include such a provision, whereupon, as a result 
of further negotiations, the fee was increased $5,000 to cover the cost of funds 
which the contractor would have to supply in lieu of those which it had been 
agreed the Government would advance. The latter negotiations were conducted 
with Col. John R. Martin. These facts should be read in connection with and 
explanatory of the testimony of Lt. Gen. E. E. Partridge, as it appears on pages 
89 and 90 of the House hearing report. On this subject the following suggestive 
question was asked at the House hearing (p. 87): ‘‘Then, of the $150,000 paid-in 
capital, the Government is advancing two-thirds?”’ That suggestion is not true. 
The capital of ARO is and always has been fully paid in cash by its stockholders. 
The Government advanced none of it. 

(4) Further, on the subject of fees, it has been stated that ARO sought a fee 
of 3% percent of the cost of power purchased by the Government and that state- 
ment was used as a basis to call our organization a ‘‘moocher’’ (Congressional 
Record 2566.) While the stenographic transcript of the contract meeting is not 
as complete as would be desired, it fortunately is clear on this subject and it 
shows such an assertion is not accurate. On that occasion, while we stated that 
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the item of power (which involves responsible services by ARO) should be taken 
into consideration together with all items of other services for the purpose of 
arriving at a fee, we also explicitly stated that we did not want 3% percent or 
any other percent of power costs. (See p. 75 of printed hearing of House Sub- 
committee of Department of Defense Appropriations, which contains the minutes 
of contract negotiations.) 

(5) It is not true that all of ARO’s officials receive salaries. Only two of them 
receive salaries. The details of their services are set forth in the attached exhibit 
1. Their salaries are $5,000 per annum each. Since January 1, 1951, I have 
served as president without salary. As a matter of curiosity I have ascertained 
the amount the Government has paid for expenses incurred by me since ARO’s 
organization. It is $89.72. 

As a part of the attack on ARO, it has been called a fly-by-night. On that 
subject it may be of interest to know that without endorsement of its paper, it 
enjoys a bank credit of $350,000. Sverdrup & Parcel, Inc., its organizer and 
principal stockholder, is one of the largest engineering firms in the country and 
persons familiar with ARO are, of course, likewise acquainted with the interest 
of Sverdrup & Parcel in that company’s success. 

Of the three directors who are not part of the Sverdrup & Parcel organization, 
one, Mr. Bechtel, is president of one of the largest, if not the largest, construction 
companies in the United States, performing work in many parts of the world as 
well as in this country; another, Mr. Calhoun, is president of St. Louis Union 
Trust Co., which I understand to be the largest company west of the Mississippi 
River engaged in trust business exclusively, in addition to which he is member 
of the board of directors of numerous industrial corporations. The third, Mr. 
McAfee, is president of Union Electric Co. of Missouri, one of the largest utility 
companies in the country, and recently he was elected president of the North 
American Co. It is difficult to reconcile these facts, which are so easily discover- 
able, with the ugly connotations of the term “fly-by-night.” The biographies of 
these men, as contained in Who’s Who in America, are attached and marked 
“Exhibit 4.” 

ARO was organized for the sole purpose of managing and operating AEDC. 
Therefore, when the shares held by Aerojet Engineering Corp. were purchased 
the board of directors of Sverdrup & Parcel, Inc., decided that none of ARO’s 
stockeshall be held or controlled by anyone who is not actively vested with manage- 
ment responsibilities in ARO. In consequence, written agreements exist between 
Sverdrup & Parcel, Inc., and the individual shareholders of ARO, Inc., by the 
terms of which each individual (and, in the event of his death, his personal repre- 
sentative) is obligated to sell his stock to Sverdrup & Parcel, Inc. if he ceases to 
be an officer or director of ARO, Inc. The stock held by nominees of Messrs. 
Bechtel and McAfee is similarly held. 

To further illustrate the items of erroneous information which no doubt have 
tended to generate an atmosphere of suspicion, if not actual hostility, toward 
ARO and Sverdrup «& Parcel, Inc., I wish to call attention to the two following 
incidents which relate to Sverdrup & Parcel, Inc. 

In the debate on the House floor of the ARO question, a photostat of a contract 
signed by Sverdrup & Parcel, dated July 16, 1946, was referred to and it was used 
to support an assertion or inference that in addition to a fixed fee the members 
of the then partnership of Sverdrup & Parcel received payments on an hourly 
basis ranging from $10 to $15. (Congressional Record 3937.) _ 

On the same occasion, it also was said that “their fee was a little more than 
double the legal limit for an architectural fee” and that “the General Accounting 
Office had been investigating this outfit for 6 weeks and it is quite involved. 
The truth is that the contract referred to never became effective. It was in a 
form proposed by the Air Force, signed by us and not approved for technical 
reasons. ‘The contract which finally became effective was on a different form, 
on a fixed-price basis, and it resulted in the profit of 12.78 percent of which the 
House Member complained. The contract was not for architectural-engineer 
services but for research and development. The legal limit of fee for architect- 
engineer services is 6 percent but for research and development services, it is 
15 percent. All our contracts for architect-engineer services provide for fees 
within the 6 percent limit. The insinuation of illegality thus made was wholly 
unwarranted. 

On March 20, 1952, the same House Member is quoted as having stated that 
Sverdrup & Parcel spent almost $19,599,090 for ‘preliminary paper work 
before it moved a shovel of dirt. This statement received wide publicity. Al- 
though the Corps of Engineers, and not Svercrup & Parcel, Inc., has the function 
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of letting construction contracts, according to our best information the first 
shovel of dirt was turned about June 1, 1950. As of that time, there was spent 
under our contracts for engineering services (including fee) not “‘almost $10,500,- 
000” but approximately $3,200,000—which represented work which had been in 
continuous progress since 1946. This work covered the scientific and engineering 
studies, planning, site investigations and accumulation of other data necessary 
to determine the feasibility of the project prior to the passage of enabling legisla- 
tion and it included also some final design, plans and specifications for use in 
actual construction. 

In connection with the charge of ‘‘fly-by-night,” the same House Member 
said: ‘“There is nothing to operate down there now except a warehouse and 
about 7 miles of railroad, nor has there been. Yet we already paid $4,000,000 to 
operate something, the first unit of which will not be ready to operate until next 
year’ (Congressional Record 3937). 

I deem this a most important subject for inquiry. It necessarily involves the 
questions of competence and efficiency. Directly or indirectly, it involves every 
charge and insinuation which has been made. Therefore, I ask your indulgence 
to go into some detail. ARO was organized in April 1950. Initially, its principal 
contract function was to render advice to the commanding general, AEDC, 
concerning the functional adequacy of the facilities being planned, designed, and 
constructed. Since these facilities are unique and pioneering in type or perform- 
ance, this work requires the skills of highly specialized scientific and engineering 
talent. They were not available in the Air Force and therefore provision for them 
was made through contract with ARO. The performance of this function has 
continued from the very beginning and it will continue until the last of the facili- 
ties has been constructed. Next began the recruitment and training of profes- 
sional and technical employees for use in operating the facilities. They were 
obtained from various technical schools and are being trained at various uni- 
versities, industrial and aircraft plants, NACA and other test facilities and at 
Tullahoma. 

The third general phase, if I may so term it, in the development of the organi- 
zation, has been the acquisition of the so-called blue-collar workers who are 
needed in what is termed the central facilities division. This would include the 
warehouse, railroad, and the other service facilities in operation. 

I shall read from a letter of the managing director, dated April 25, 1952 (which 
is attached and marked “Exhibit 5’’) on this subject. 

We have been taking over functions heretofore performed by the Air Force, 
such as the responsibility for air installation functions at William Northern Field 
and the operation of AE DC motor pool, and we are informed it is contemplated 
that there will be similar transfers to us of the guard, photographie laboratory, 
identification system, communications, and the local procurement program. 

The following figures represent the number of employees on the ARO payroll 
on the first of each successive month, beginning May 1, 1950,and ending May 1, 
1952: 3, 7, 12, 21, 28, 36, 43, 45, 48, 58, 65, 71, 94, 104, 151, 179, 179, 189, 193, 
224, 241, 332, 360, 385, 406. 

And I wish to emphasize that these services have not cost the Government 
$4,000,000, as asserted, but instead the sum of $1,563,252.60, as of March 31, 1952. 

There is one further correction which should be made of the evidence introduced 
at the House hearing. On page 123 of that report it is shown that Messrs. Grant 
and Moser have not attended any of the meetings of the board of directors since 
October 1. This is incorrect. They have attended every meeting since the com- 
pany was organized. This inaccuracy may have resulted from the fact that they 
did not receive any director’s fees. Being salaried officers they do not receive 
director’s fees. 

All expenditures are audited by the Air Force, and the General Accounting 
Office conducts a continuing additional audit. 

This operation has been investigated by the Armed Services Committee of the 
House and also, we understand, by at least one committee of the Senate. It also 
has been investigated by the Inspector General. Since these charges were made, 
en investigated by the General Accounting Office and also, it is said, by 

e , 

If anything unfavorable or uncomplimentary has been developed as a result of 
any of these examinations or inquiries, we have not been informed of it. Quite 
to the contrary, both Sverdrup & Parcel, Inc. and ARO, Inc., have received com- 
mendation for their work on AEDC. As you may remember, Gen. F. O. Carroll 
was commanding general, AEDC, until recently. The House Member who has 
severely criticized us was most complimentary of General Carroll at the House 
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hearing, and on the House floor described him as “‘the greatest aerodynamic au- 
thority in the Air Force’ (Congressional Record, 3937). On March 17, 1952, in 
connection with the House hearing, the chairman of that subcommittee wrote 
General Carroll and requested his views on the subject of ARO. General Carroll’s 
letter in answer is to be found on pages 108-109 of the report of hearing. In the 
course of that letter General Carroll said: 

“It is my personal opinion that ARO, Inc., has done an admirable job and has 
been of the greatest assistance to the Air Force in working with the aeronautical 
industry and Government agencies to insure that the facilities being built are 
technically capable of meeting the requirements of the Department of Defense and 
industry for a good many years to come.” 

I attach other items of commendation we have received from sources identified 
with this project. They are marked “Exhibits 6, 7, 8, and 9.” 

Respectfully submitted. 

L. J. Sverprvp, 
President, Sverdrup & Parcel, Inc., 
President, ARO, Inc. 


Exuipit 3 
APRIL 26, 1952. 
Maj. Gen. L. J. SvERDRUP, 
Sverdrup and Parcel Syndicate Trust Building, 
St. Louis, Mo. 

Dear Jack: In response to your inquiry, I have known Steve Leo now for 
5 or 6 years. During a part of this period, he was my associate in military gov- 
ernment in Germany, serving as director of one of our major departments. 

I placed him in this position because he was highly recommended to me as a 
capable administrator and executive. This I found to be true, as his performance 
was of high caliber, proving beyond question his abilities as administrator and 
executive. 

I also learned to like and respect him as a friend. 

Sincerely yours, 
Lucius. 
Lucius D. Cuay 
General, Retired, United States Army. 


Exuisit 4 


BEecuTEL, STEPHEN D. (bék’tél!, business exec.; b. Aurora, Ind., Sept. 2, 1900; 
s. Warren A. and Clara Alice (West) B.; Class of 1923, U. Calif.; m. Laura Adeline 
Peart, Sept. 7, 1923; children—Stephen Davison, Barbara. In gen. constrn. 
bus. with tather, 1919, various constrn. projects until 1925; supervisor r.r. constrn., 
bidg. constrn., pipelines and engrng., W. A. Bechtel Co., 1925-31, v. p., 1925-36 
pres., 1936-48; an organizer, 1937, Bechtel McCone Corp., designers and construc- 
tors petroleum and chem. plants, and served as dir., 1937-46; now pres., dir. 
Becntel Corp., engring. and heavy constrn; chmn. bd. dirs. Internat. Bechtel, 
Inc., Arabian Bechtel Co., Canadian Bechtel, Ltd.; pres., dir. Lakeside Corp.; 
dir. Compania Bechtel, 8. A., Indsl. Indemnity Co., Pacific Far East Line, Inc., 
U.S. Lines Co., Joshua Hendy Corp.; v. p., dir., mem. exec. com. Six Companies, 
Ine., constructors Hoover Dam, 1931-34; v. p., dir. Bridge Builders, Inc., during 
constrn. San Francisco-Oakland Bay Bridge, 1934—35: pres., dir. Calif. Shipbidz. 
Corp., 1941-43, chmn. bd. dirs., 1944-47; v. p., dir. Marinship Corp., 1942-46; 
mem. exec. com. Contractors Pacific Naval Air Bases, 1939-42, Mo. Valley Bridge 
& Iron Co., shipbldg. div , 1942-45; dir. Ore. Shipbldg. Corp., 1942-45, Pacific 
Tankers, Inc., 1943-49, Mem. bus. adv. council Dept. Commerce. Served with 
20th Engrs., France, World War I. Mem. bd. trustees Am. U. of Beirut; mem. 
engring. adv. council U. Calif.; mem. adv. council U. Calif. Sch. Bus. Administrn.; 
mem council Calif. Alumni Assn.; dir. Stanford Research Inst. Mem. Am. Soc. 
C. E., Soc. Naval Architects and Marine Engrs., Am. Welding Soc., Beta Theta 
Pi. Methodist. Mason (32°). Clubs: Pacific Union, Propeller, Press (San 
Francisco); California (Los Angeles): Claremont Country. Home: 244 Lakeside 
Dr., Oakiand, Calif. Office: 155 Sansome St., San Francisco 4. 


Source: Who’s Who In America. 
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McAreeg, JAMES WrsLEY (mik’a-fé), utilities exec; b. Oklahoma City, Okla., 
Aug. 12, 1902; s. Thomas and Anna Lee (Lineberry) MecA.; student Lake Forrest 
Acad., 1920- 21; LL. B., U. of Mo., 1926; m, Alice Nicholson Buzard, Aug. 20, 1925; 
childret 1—Alice Ann, Janet Mercer, Barbara, Admitted to Mo. bar, 1926; asso. 
with law firm of Holland, Rutledge’ & Lashly, 1926, jr. partner with the successor 
firm of Holland, Lashly & Donnell until 1933; spl. tax counsel City of St. Louis, 
1933-35; judge of the Circuit Court, 1935-37; mem. law firm Igoe, Carroll, Keefe 
& McAfee, 1937-41; pres. Union Electric Co. of Mo. and subsidiaries since 1941; 
dir. St. Louis Union Trust Co. (mem. exec. com., 1943). Mem. bd. dirs. Munici- 
pal Theatre Assn., Washington U., R. E. Funsten Co., Am. Central Ins. Co., N 
Am. Co. Trustee Barnes Hosp., ’ Rankin School, Mem. exec. bd. St. Louis 
Council, Boy Scouts of Am.; mem. Phi Delta Theta, Phi Delta Phi, Order of Coif. 
Clubs: Raequet, Noonday, St. Louis Country, Log Cabin (St. Louis); The Links 
(N. Y.). Home: 29 Foreway Dr., Clayton, Mo. Address: 315 N. 12th Blvd., 
St. Louis. : 


Source: Who’s Who in America, 


Exuisir 4 


CaLnoun, Davin R., Jr., bank exec.; b. St. Louis, Aug. 27, 1902; s. David R. 
and Marie (Whitmore) C.; student U, Vai m. Luey Terry, Apr. 19, 1926, Vice 
Pres. Ely & Walker Dry Goods Co., Louis, 1923-40, St. Louis Union ‘Trust 
Co., 1940-42; pres. Trailmobile Co. yo Cincinnati, 1942-44; v. p. St. Louis 
Union Trust Co., 1945-46, pres. since 1946, Dir. Pullman Ine., St. Louis Union 
Trust Co., First Nat. Bank, Huttig Sash & Door Co., Grove Labs., Emerson 
Electric Mfr. Co., St. Louis Pub. Service Co., Nat. City Lines, St. Louis Munic- 
ipal Opera, Trailmobile Co., Anheuser-Busch, Ine., Columbia Terminals Co., 
Union Electric Co., Lowell Bleachery, Clinton Foods, Ine. Clubs: Racquet, 
Stack, Noonday, Country, Deer Creek, Log Cabin, and Cuivre (St. Louis), Links 
(N. Y. City), Augusta Nat. Golf. Home: 501 Clara Av. Cffice: St. Louis Union 
Trust Co., Broadway and Locust St., St. Louis, Mo. 


Source: Who’s Who In America. 


Exursir 5 
ARO, Inc., 
Tullahoma, Tenn, April 25, 1952. 
Gen. L. J. SvVERDRUP, 
President, ARO, Inc., St. Louis 1, Mo. 

DeEAR GENERAL SVERDRUP: At your request here is asummary of the operations, 
activities, and services performed and being performed by ARO, Ine., under its 
contract for the management, operation, and maintenance of the Arnold Engineer- 
ing Development Center: 

1. Design and construction of a model of the transonie circuit of the propulsion 
wind tunnel. 

2. Management, operation, and maintenance of the shipping and receiving 
warehouse, 

3. Management, operation, and maintenance of the access railroad and portions 
of rie interior railroad serving the AE DC site. 

Requisitioning, receipt, sampling, storage, and utilization of coal supplied for 
osnaiae of AEDC and making the required records and reports. 

5. Manning and operation of fire-fighting equipment for the protection of all 
Government property within the fenced area of the AEDC and on the reservation 
at large. 

6. Initiation of a land-management program to include reforestation for timber 
stands to aid in noise abatement, erosion control, aircraft crash, and fire rescue. 

; en of the AEDC motor pool and repair shop at William Northern 
“jeld. 

8. Operation of a central machine shop at William Northern Field, including the 
rehabilitation of used Government-owned machine tools for placement in the 
several shops of the AEDC. 

9. Maintenance of certain buildings and grounds at William Northern Field. 

10. Setting up a safety program for the protection of employees, plant, and 
equipment. 

11. Maintenance of records, drawings, and plans of structures, equipment, 
underground utilities and assemblies, as installed at AEDC. 
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12. Operation of a finance division to control and account for expenditures, 
disbursement and property in conformity with Air Force requirements. 

13. Operation of a personnel division to provide qualified employees workin 
under the accepted industrial standards, to meet the requirements of AED 
operations. 

14. Operation of a trainee program to tons professional and technical per- 
sonnel for test operations, using on-site and off-site facilities, including assignment 
to industrial plants, other test facilities and universities. 

15. Setting up a security program for the maintenance of order, prevention 
of unauthorized entry on AEDC property, provision for the control of, and proper 
access to, classified material, and providing a system of identification of personnel. 

16. Furnishing information and advice on a continuing basis to the commanding 
officer, AEDC, with respect to the functional adequacy of facilities and related 
utilities being designed, planned, constructed or operated. Included are the 
following services: 

(a) Examining and reviewing for functional adequacy the design criteria, 
plans and specifications for technical equipment to be procured by the Air 
Force and for equipment and construction items to be procured by the Corps 
of Engineers and making recommendation to the commanding officer, AEDC, 
with respect thereto. 

(b) Reviewing bids on equipment for the AEDC and furnishing to the 
commanding officer, AEDC, recommendations on functional adequacy of the 
proposed equipment. 

(c) Providing staff members of ARO, Ince. to sit as chairmen and members 
of the design review panels on the main test facilities. 

(d) Cooperating with the architect-engineers in the maintenance of charts 
and progress reports reflecting status of engineering design and procurement 
specifications. 

(e) Rendering advice to the commanding officer, AEDC, during acceptance 
and shake-down tests of facilities and related utilities to include furnishing of 
personnel for téchnical analyses and making recommendations for modifica- 
tions, alterations or conditions of acceptance. 

17. In preparation for taking over the management and operation of the several 
facilities and related utilities, engaging in the following activities: 

(a) Famiiiarization with buildings, equipment and controls. 

(b) Design of test installation mountings, instrumentation and special 
operating equipment. 

(c) Preparation of operation procedures, including safety measures. 

(d) Preparation of project handbooks for the separate facilities. 

(e) Maintenance of liaison with industries and other test facilities. 

(f) Preparation of design criteria and requisitions for equipment and 
supplies. 

(g) Training of operations and maintenance crews for taking over the 
electric power distribution systems, water supply, steam, sewage treatment 
and related utilities systems. 

(h) Development of preventive maintenance plans for the major items of 
electrical and mechanical equipment being installed at AEDC. 

ARO, Inc. is prepared to take over additional management, operation and 
maintenance functions as may be assigned to it by the AEDC, 

Sincerely yours, 

T. F. FarRkE.1, 
Managing Dirertor. 





Exuisit 6 


TuLLAHOMA TENN., December 21, 1951. 
From: CG AEDC, Tullahoma, Tenn. 
To: Sverdrup & Parcel, Inc., consulting engineers, St. Louis 1, Mo. 


For this command and myself I wish to extend season’s greetings to each member 
of the Sverdrup & Parcel organization and their families. 

Another year has passed during which a great amount of work has been accom- 
plished toward the completion of the important work of designing and assisting in 
the construction of the most important research and development installation of 
this country. Many problems have been encountered and solved during this 
past year through the effort of individuals and teamwork of various groups. This 
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command is proud to have the efficient services of the Sverdrup & Parcel organiza- 
tion inthis great undertaking. This command wishes to extend to you its fullest 
confidence in the work to be accomplished in the coming year. 
(Signed) F. O. Carrouu 
Major General, USAF. 


EXHIBIT 7 


Corps or Enoineers, Unirep States Army, 
OrricE or THE District ENGINEER, 
TuLitaHoma District, 
Tullahoma, Tenn., September 27, 1950. 


In person. 
Gen. L. J. SVERDRUP, 
Sverdrup & Parcel, Inc., 
St. Louts 1, Mo. 


Dear Jack: Before departing on my new assignment, I wish to take this oppor- 
tunity to express my appreciation for the fine support and cooperation received 
from y.ou and all the personnel of 8. & P. during my tour of duty as district engineer 
of the Tullahoma engineer district. It has been a distinct pleasure to work with 
you, Tenney Ross, and all the rest of the people in your fine organization. I feel 
that we have seen ‘‘eye to eye” on all matters of real importance and the liaison 
and contacts which we have established have been of material assistance in 
engineering and constructing this important project. I have always had a feeling 
that we could at any time lay our cards on the table and talk frankly with a view 
to getting the job done without delays or misunderstandings. Such mutual 
confidence and trust between the agencies concerned has been, and will continue 
to be, essential to the prosecution of a project of this magnitude and complexity. 

I regret exceedingly the necessity for my moving on to a new assignment right 
at this time but, as you know, we in the Army—and Air Force—have little to say 
as to where we go or when. I hope sometime to be able to work with you on a 
comparable project or, if the “chips are down,” to be able to back up that One 
Hundred and Second Division of yours, logistically. 

With all best regards to you and your outfit. 

Sincerely, 
D. M. Dunne, 
Colonel, Corps of Engineers, 
District Engineer. 


Exnuisit 8 
ROUTING AND RECORD SHEET, AIR MATHRIEL COMMAND 


Juty 29, 1948. 
Subject: Contract W33-038 ac—15497 
To: MCPPXG (attention Mr. Egbert): 


1. The work called for in phases I and II of the subject contract has been suc- 
cessfully completed by the contractor. All required reports have been submitted 
on or before the delivery dates specified. The subject matter of the reports has 
been excellently presented; in some cases the reports contain more data than is 
required by the contract. 

2. The contractor has been very cooperative in complying with AMC requests 
for engineering changes and has rendered services beyond those normally required 
in a procurement of this type. The contractor’s willingness to appear before the 
NACA, RDB, and Secretary of the USAF is a good example of this cooperative- 
ness and service. 

Oscar C. Mater, 
Colonel, USAF, 
Chief, Engineering Plans, 
Engineering Division. 
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Exnisit 9 


Unirep States Atk Forct HeapQuaRTERSs, 
ARNOLD ENGINEERING DEVELOPMENT CENTER, 
Tuliahuma, Tenn., January 28, 1952. 
Gen. L. J. Sverprvp, 
President, S & P and ARO, Inc.; 
St. Louis 1, Mo. 

Dear Jack: On leaving my assignment at AEDC, I wish to express to you and 
the members of both Sverdrup & Parcel, Inc. and ARO, Inc. my sincere appre- 
ciation for the fine cooperation and cordial relationship my organization and [ 
have had from both organizations during the period of my duty here. 

I hold both organizations in high esteem and feel confident that both the design 
of the Arnold Engineering Development Center and its operation and manage- 
ment when built are and will be in the hands of thoroughly patriotic and highly 
efficient organizations. 

T have known and dealt with all of your key people during the past 2 years, 
and though on many occasions we differed in ideas, we always were in accord in 
the fundamental principles of good construction and economy in dollars. My 
part in this venture has been of short duration. You and your organization were 
working on it from its inception and will continué on to its completion and its 
operation. I envy you and can only wish for future associations. 

; With sincerest personal regards to you and the personnel of both organizations, 
am, 
Sincerely, 
Lessevus B. Woops, 
Colonel, USAF, 
Deputy Chief of Staff, 
Matériel. 


COMMENDATION OF ARO, INC. 


Mr. Sverprup. There is one thing I would like to read because it 
is rather important. That is on page 21. I would like to read that 
because in the House the question came up whether ARO had any job. 
A letter was written to General Carroll, who then was the commanding 

eneral, AEDC, and General Carroll wrote a letter to Congressman 
{cMahon: 


It is my personal opinion that ARO, Inc., has done an admirable job and has 
been of the greatest assistance to the Air Foree in working with the aeronautical 
industry and Government agencies to insure that the facilities being built are 
technically capable of meeting the requirements of the Department of Defense 
and industry for a good many years to come. 

There is a man, who, according to Congressman Gore, is the greatest 
authority in aerodynamics in the Air Force. He was there all the 
time observing closer than anyone else, and when all these charges 
were hurled, General Carroll said ARO has done an admirable job. 
That is why it is hard for us to understand, if we have done an admir- 
able job, why we should be held up to public riducule. 

Senator O’Manonry. What General Carroll is this? 

Mr. Sverprup. That is Gen. Frank O. Carroll, who was the com- 
manding general of AEDC from its inception until this spring, 

Senator O’Manonry. What is he doing now? 

Mr. Sverprup. He is down at Air University. 

Senator O’Manonry. Was he employed by ARO at any time? 

om Sverprup. No, sir. He has been in the Air Force his whole 
life. 

But one thing in conclusion I would like to say. If the time comes, 
and it well may, that the Air Force will say, “Now, ARO, we may 
want to run this ourselves,” it will be a matter of relief to us. We 
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will say, ‘Fine, do that,” and we will do that in an orderly manner so 
that the personnel may be transferred and so it will not be a loss to 
the Government. 

But naturally we are professional people, the same as doctors, 
lawyers, and engineers. The only thing we have is our reputation. 
When a professional man loses that, he has very little left. Actually, 
we intend to fight this with all we have. If the Air Force wants to 
make a change, that is fine. But we do not like being kicked out. 
I think any professional man will realize and recognize our feelings 
in that matter. It is amazing to us when everything we receive from 
the Air Force has been commendation, in here letter after letter saying 
what a fine job we have done; we have not seen anything from the 
General Accounting Office that would indicate that it is not satis- 
factory. We have not seen anything from any audit showing any- 
thing unsatisfactory. So consequently we are, to say the least, 
amazed. I hope this whole thing will be in the record. 

Senator O’Manonery. It will be in the record, General Sverdrup. 

Mr. Sverprvp. If there are any questions, I shall be happy to 
answer them. 

AIR FORCE 


CONTRACT NEGOTIATORS 














Senator O’Manonry. There may be later on. I was going to ask 
General Asensio if there is any representative of the Air Force here 
whose responsibility it has been to make these contracts or to pass 
; upon these contracts. 

General Asgensio. In his capacity as commanding general of Air 
Research Development Command, one of the tasks inherent to his 
mission is the conduct of preliminary negotiations and finalization of 
contract. Therefore, I think that General Partridge would be the 
representative to speak to that question. 

Senator O’Manonry. The reason I asked the question was that 
in the House hearings there was filed considerable material by James 
R. Gray, administrative contracting officer. Is there anybbody here 
who can speak for him? 

Colonel Martin. Yes, sir. 

General Parrrincr. This is Colonel Martin, my procurement 
officer at Baltimore. He helped in the negotiation of the contract. 
He did not help in the preparation of this material. 

Senator O’Manoney. I want to find somebody in the Air Force 
whose duty it is to watch these contracts and the payment under 

them. 

General Patripce. This is done under Colonel Moore, who is the 
: commander at the Arnold Engineering Development Center and the 
actual supervision of this is carried out by Mr. Gray. 














AIR FORCE SATISFIED WITH CONTRACT 





Senator O’Manonery. Let me ask you, General Partridge, whether 
you are satisfied with the financial arrangements under these contracts. 
General ParrripGr. Yes, sir, indeed. The Air Force is satisfied 
with the arrangements made under this contract. 
Senator O’Manonry. Are you satisfied that the Government has 
been receiving full consideration for the payments made and is bound 
to make under the contract? 
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General Parripae. Yes, sir; I am. 

Senator O’Msnonry. What steps have been taken by the Air 
Force to make sure that that is correct and to protect the Govern- 
ment against feathernesting—I must use that word because it has 
been used. 

General Parrriner. In the first place, the payments made to 
the ARO company are closely checked by Mr. Gray. Thereafter, 
they are subject to the review of our own inspector, the Air Force 
inspector, and to the review of the General Accounting Office. If 


there are no exceptions taken by those agencies, the payments are 
assumed to be correct. 


SALARY OF MANAGING DIRECTOR 


Senator O’Manonrey. A moment ago I was asking General 
Sverdrup if the General Carroll whose letter of commendation he 
quotes on page 21 of his statement was an employee, and he answered 
“No.” I had two Irish names confused. I was thinking of Thomas 
F. F. Farrell, managing director. According to the statement in the 
material submitted by Mr. Gray to the House, Mr. Farrell, the 
managing director, was carried by ARO at a salary of $30,000. 

Mr. Sverprup. That is correct. 

Senator O’Manoney. I have been told, or perhaps I have seen it 
in the record, that this.Mr. Farrell had previously been an employee 
of the Atomic Energy Commission. 

Mr. SverpruP. He had been. 

Senator O’Manoney. Do you know what his salary was with the 
Atomic Energy Commission? , 

Mr. SverpDRvP. Yes, sir; it was $17,500. 

Senator O’Manonery. What is the explanation of the transfer of a 
man from AEC at $17,000 to ARO at $30,000? 


BACKGROUND OF DIRECTOR 


Mr. Sverprup. General Farrell was not with the AEC very long. 
He was in the Army during World War I. He left and went back 
and was in the Reserve. He was chief engineer of the State of New 
York when the war started. He went back in the Army, He was 
called back as a reservist. He was chief engineer of the China- 
Burma theater. Then he came back and was deputy to General 
Groves on the Atomic Energy, and stayed with that until the end of 
the war. At the conclusion of the war he went in as director of housing 
for the city of New York at $22,500 a year, plus other things such as 
car and so forth. He was then recalled into active duty. At the 
same time General Clay came to Washington. After that he stayed 
with the Atomic Energy Commission for several months to help them 
out with their reports and other things they were working on and 
had no intention of staying there permanently at a salary considerably 
less than he was getting and could get back at his old job. 

At that time we were trying to get a managing director for ARO 
and found it difficult to get a man of the caliber we needed at. the 
salary we could afford to pay and the maximum is 30. We think we 
have done very well in getting Farrell. He had no intention of stay- 
ing permanently with the Atomic Energy Commission at any rate, 
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and was there, as many others, at a salary less than what he would 
get elsewhere. By the same token we have loaned people to the 
AEC at times when they have needed them, and so have a good many 
others. 

APPROVAL OF SALARIES 


General Parrriver. General Farrell’s appointment as the head of 
ARO was subject to General Carroll’s review. The salary he was to 
get was also subject to scrutiny by General Carroll. Before Mr. 
Gray approved this salary he got General Carroll’s approval, the 
approval of our committee at Air Matériel Command to make sure 
this salary was in line with others in industry and similar positions. 
The salary was also reviewed here in Washington by the Salary 
Stabilization Board. It is in line with other salaries paid people in 
responsible positions of equal responsibility. ; 

Senator O’Manonry. General, let me hand you a copy of the 
House hearings. This is part 2 of the Department of Defense and 
related agencies appropriations for 1953, of the Eighty-second Con- 
gress. Iam calling your attention to pages 123 and 124. 

General Parrripas. Yes, sir. 

Senator O’Manonny. You have that before you? 

General Parrriper. Yes, sir. 

Senator O’Manonry. I will insert in the record here this list of 
officers’ payroll which appears in the House hearings on these two 
pages. 

(The material referred to follows:) 

Subject: Salary and Wage Information 
ARO, Inc., Contract AF 40 (600)-—2 
To: Brigadier General M. 8S. Roth 
AFDDP 
Headquarters USAF 
Room 4C326 


Pentagon 
Washington 25, D. C. 
1. In accordance with the verbal request of Col. Leroy C. Cooper during our 
telephone conversation this date, the following information is submitted regard- 


ing subject contractor: 
Board of directors 


| Director’s | Number of 


meetings 
attended 
since Oct. 1 


fee per 
meeting 








L. J. Sverdrup ‘ 
cl hie neni ihbe aires > 
lo PU Uo abn d eee Sb oe Sei lle eh EBC isowadebeck ; on Sue 


I er Bs I lav camecnasnnnceaennennse 
8. D. Bechtel. === ---- 
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Officers 
L. J. Sverdrup, president 
FE. R, Grant, vice president 
W. FE. Moser, secretary 
B. R. Smith, assistant secretary and treasurer 


Officers on payroll 


P: Re ttrant : view messiiente Gis Sot ae a A ets 
W ..i, Dd aners OaPOtAIG oan or oo ess os me pasp an cee ewics ees 


Contractor personnel at branch, division, and management level 


Thomas F. Farrell, managing director___._.___..._...-.-.-.-.-----. 
James W. Gaynor, assistant managing director__.__.__......_._----- 
Stephen F. Leo, director of administration...___________-_______-__- 
John H. McGavock, assistant director of administration._.___________ 
John C. Brandt, chief, finance division______.._....._-... 222-2 LiL. 
Gardner F. Brow n, chief, personnel division. __~-_-_- Sis esersees alls 
Stephen J. Chamberlin, OUSOE SCOOT IT ii nck = wire ein 
John N. Wild, acting director, engineering chief, propulsion wind tunnel. 
J. Spanocle, assistant to acting director of engineering_______________- 
yaviord W. Newton, chief, engine test facility — — ——- 
John N. McCutcheon, technical assistant to chief, engine ‘test facility 
Arthur S. Wolff ITT, manager, engine test facility, operations branch __ 
Penn E. Mullow ney, acting chief, planning and scheduling division _ _ _ - 
William J. Fllison, Jr., chief, central facilities _ _ _ - Pee Sonn eos 
Fdmund J. Stollenwerk, manager, operations branch_ Jo ba 
Delphin M. Tee, manager, mechanical branch, engine test facility... 
Herman Miller, manager, operations branch, propulsion wind tunnel_._ 
PDwieht J. Goodman, manager, power branch, central facilities _ _ _ 
Ravmond I. Schnever, manager, dvnamics branch, gas dynamics facility _ 
Joel Ferrell, Jr., manager, project branch, engine test facility_.________ 
Gordon Rendell, ERI cies = eae te ae a kl cee 
Miles J. Maynard, administrative pssistant, personnel division __ -_- 
Robert T. Horner, Manager, employee services branch, personnel 
GEV Sa be Sa Sw Fees cb ease kb wae ece pune nega 
William F, Lauman, manager, personnel administration branch, per- 
pone Civimen < s.o4 2. ele as, Oc GL at Ho SR WSS ~ 2 o eCk ed 
Albert J. Moore, chief, material division._.......___._--_- 
Donald G. Marshall, manager, housing and community facilities branch 
Personnel GiVMNOR > ¢ abo eS ee A te es OS ewe dew 
James N. Krueger, Manaver, utilities branch, central facilities.____-___- 
Fliot P. Marconi, manager, safety branch, central facilities. ........_-. 
Carl 8. Brock, manager, stores branch, material Givision... 2 2cU nop te 
Jacob G. Gricler, manager, material Nlannine branch, material division- - 
Lester F. Mitchell, manager, buildings and grounds branch, central 
apenas re oe, mee eee bee se 
Far! L. Kine, manager, proverty braneh, finance division____.___.__..- 
Rov L. Worthington, manager, office services branch, personnel division 
— DuBard, manager, employment branch, personnel division_ _-_-_-___- 


Attached hereto are copies of correspondence between ARO, Inc., 


7, 680 
7, 500 
8, 340 
3, 900 
4, 380 


8, 769 
5, 040 
5, 880 
6, 660 


Salary 


Stabilisation Board, and Wage Stabilization Board. One copy of the ARO Per- 
sonnel strenv’th report for the period ending March 21, 1952, is also attached as 


a Matter of information. 


James R. Gray, 
Administrative Contracting Officer. 


Enclosure: As stated. 





DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


Personnel strength report ARO, Inc., Tullahoma, Tenn., period ending 
Mar. 21, 1952 


Employees added to payroll since Mar. 14, 1952 

Employees removed from payroll since Mar. 1 4, 1952 

Open requisitions 

Number of female employ Oa ee a ee 
Number of male employees 


Total number of employees 


Executives 

Office of managing director 

Direetor of administration 

Personnel and office services___._..___._-_- 
Finance 

Materials __ 

Security oe SRA ALS EAA D Rod SF) 
( ‘entral Bemmemeretty. 9 (Wiciur ns 2 Ga ILGu. | Gaia al eee el, l 30 
Director of engineering 
Gas dynamics facility 
Propulsion wind tunnel__..--.._.--_- 

Engine test facility 


own > 
Ba Ore C2 ED 


PRIOR SALARY OF MANAGING DIRECTOR 


Senator O’Manoney. I ask you now to make your comment, 
General, upon the salaries which are set forth on this payroll for the 
persons named and tell us whether or not those salaries were also 
subject to review and whether in your opinion and in the opinion of 


the Air Force they are excessive salaries for the responsibilities given 
to those persons. 

General ParrripGce. These salaries are the correct salaries. They 
were subject to review and the Air Force feels they are reasonable 
payments for the services received. 

Senator O’Manonery. You do not believe, therefore, that these are 
unduly large salaries? 

General Parrriper. No, sir. 

Senator McCietian. I have one question, if may. I understood 
you, General, to say that prior to the time Mr. Farrell came down 
here to the Atomic Energy Commission at $17,500 he was receiving in 
New York a salary of what? 

Mr. Sverprup. $22,500 plus other things such as car, chauffeur, 
and so forth. 

Senator McC.ievuan. In what year was that, do you recall? 

Mr. Sverprup. He was called back to active duty, I would say, 
about 2 months after the outbreak of the Korean war. That would 
be about September or so of 1950. 

Senator McCue ian. Then the $30,000 would represent possibly 
some small increase over his previous salary in civilian employment. 

Mr. Sverprup. Yes; it would, but at the same time we also think, 
listening to labor negotiations, prices have increased also since 1949. 

Senator McCuieiian. I understood that but I wanted to make 
the record clear that even at $30,000 over the $22,500 plus whatever 
other benefits he had, there was not an excessive increase as we have 
discovered here in some investigations where someone has gone out 


94846—52———-34 








528 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


of Government and his salary is doubled or tripled. So it would be 
just a moderate increase. 

Mr. Sverprup. Yes, sir. We felt that and felt exceedingly fortu- 
nate to get a man of Farrell’s caliber to devote his time to it. 


WRITTEN INTERROGATORY TO GENERAL SVERDRUP 


Senator McCue.tian. Mr. Chairman, I shall not be able to stay 
probably until these particular hearings are concluded. I had pre- 
pared and submitted to me a list of questions to ask General Sverdrup 
regarding this matter. Probably some of them have been adequately 
answered. I should like, however, to have the privilege of submitting 
this list of questions to him for him to answer for the record. I do 
not have time to propound them. But so that each question may be 
answered, to make this record complete, he can do that and file it 
for the record with the Chairman’s permission in order to conserve 
time. 

Senator O’Manoney. Without objection, that will be the order. 

Senator McCLELLAN. Substantially, they have been answered, | 
think, and where you know you have covered them fully in the record, 
you can just give a brief answer and make reference to testimony you 
have previously given. Where you feel the question has not been 
covered, then give sufficient answer to give us the information sought. 

Senator O’Manoney. Senator, do you have a copy of those 
questions? 

Senator McCue.tuan. We have an office copy. 

Senator O’Manoney. If you will undertake, General, immediately 
after this hearing to go over those questions and file a written response 
to each question. 

Mr. Sverprup. Yes, sir. 

(The list of questions and answers referred to follows:) 


Question. Did anyone on behalf of ARO, Inc., appear before the House sub- 
committee at its hearing on this subject? 

Answer. No. 

Question. What effort, if any, was made by Aro, Inc., to appear? 

Answer. From newspaper accounts published March 19 and 20, 1952, we 
first learned of the attack being made against Aro. On March 26 a letter was 
written to the chairman of the House Committee on Appropriations, challenging 
the truth of the charges made and expressing a desire to appear and testify 
before any committee to answer the charges. We stated that in the meantime 
we would prepare a complete statement of facts and send it to the chairman of 
the Committee on Appropriations. Two days later, on March 28, a hearing was 
conducted by the Subcommittee on Department of Defense Appropriations. We 
were not notified of this and did not learn of it until the following week. On 
April 3, 1952, the statement of facts referred to was completed and on the following 
day delivered to the chairman of the House Committee on Appropriations, with 
copies to all members of the subcommittee. On the same day H. R. 7391 (con- 
ee the proviso against payment of funds to Aro, Inc.) was reported to the 
House. 

Question. Describe the circumstances under which Sverdrup & Parcel first 
became identified with the AEDC project. 

Answer. During the years 1942-45 our organization performed the structural 
design of two wind tunnels at Wright Field in Dayton, Ohio. Following an 
invitation received on June 19, 1946, we submitted a competitive, sealed proposal 
for engineering services in connection with a project which since has become 
known as Arnold Engineering Development Center. We are informed that 
five organizations were similarly invited and of them three submitted proposals. 
A contract was awarded to us because, as we were informed, our proposal was 
considered to be the best and the lowest in price. This contract required us to 
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make site studies and perform certain preliminary design work. It was later 
supplemented to require us to perform additional design services. After the con- 
struction of AEDC was authorized by Congress, a second contract was awarded 
to us in 1949 for preparation of final design and construction specifications of the 
facilities and for other related services. 

Question. Describe briefly the nature of the work performed to date by Sver- 
drup & Parcel and Sverdrup & Parcel, Inc., on this project. 

Answer. Site studies and recommendations were made as a result of which 
the Air Force determined the location for the project. Other research and engi- 
neering services were performed to enable the Air Force to determine the type 
and number of facilities to be constructed and to enable it to make its presenta- 
tion and recommendations to Congress for authority and the necessary appro- 
priations to build AEDC. After that authority was granted, the services gen- 
erally have consisted of the preparation of the final design and construction plans 
and specifications and related services. 

Question. What were the circumstances under which ARO, Inc., was employed 
to manage and operate AEDC? 

Answer. Following a recommendation by Maj. Gen. Franklin O. Carroll, 
then commanding general, AEDC, to the Secretary of the Air Force, that 
Sverdrup & Parcel, Inc., be employed to manage and operate AEDC, we were 
asked by the Assistant Secretary of the Air Force to perform this work. In 
connection with conversations on the subject, we recommended, and he concurred, 
that Sverdrup & Parcel, Inc., form a separate corporation for that purpose. 
This would keep the bookkeeping and accounting of such operation separate 
and apart from the other activities of Sverdrup & Parcel, Inc. After an agree- 
ment was reached to accept this work, ARO, Inc., a Tennessee corporation, was 
organized for the purpose of entering into and performing the contract to be 
executed. Its charter power is limited to the performance of this and similar 
contracts for the United States of America. 

Question. Reference has been made to the fact that two committees recom- 
mended operation of AEDC by a nonprofit organization. Did you peeete 
in an effort.to have another operate AEDC before the Air Force asked Sverdrup 
& Parcel, Inc., to assume management and operation responsibilities of it? 

Answer. The reference is partly erroneous. The Ridenour committee did 
not recommend operation by a nonprofit organization. The Markam com- 
mittee did. Before we were requested to assume management and operation 
responsibilities, L. J. Sverdrup, president of Sverdrup & Parcel, Inc., recom- 
mended to the Secretary of the Air Force that the services of Prof. John Markam 
be engaged to assume charge of operation of AEDC either by a nonprofit organ- 
ization or by the Air Force. Thereafter, the Secretary of the Air Force unsuccess- 
fully attempted to enlist Professor Markam’s services for that purpose. 

Question. Did Aro, Inc., seek the renewal of its contract? 

Answer, No. 

Question, Reference has been made to Mr. Symington’s decision that AEDC 
be operated by a “for profit’’ corporation. When did you or any member of your 
organization first become acquainted with Mr. Symington? 

Answer. March 16, 1948, when General Sverdrup met him in connection with 
a presentation of our preliminary site survey. This presentation was made before 
the Secretary and a large group. 

Question. Has your organization ever performed any work, other than that 
involving AEDC, for any organization with which Mr. Symington was connected? 

Answer. No. 

Question, After Sverdrup & Parcel, Inc., was asked to operate AEDC, did you 
arrange with Aerojet Engineering Corp. to participate in the organization of 
Aro, Ine.? 

Answer. Yes. 

Question. What were the circumstances under which Aerojet became dis- 
associated from the project? 

Answer. After the Air Force learned of Aerojet’s interest in Aro, Inc., it called 
our attention to the fact that because Aerojet manufactures or might manufacture 
products which should be tested at AEDC it was felt, without prejudice to the 
integrity and ability of Aerojet, that under such circumstances Aerojet should 
not be vested with management responsibility in AEDC and that for similar 
reasons it previously had been deemed inadvisable to have any manufacturer in 
the aircraft industry operate the center. This view was based on the assumption 
that to encourage maximum use of the facilities by manufacturers in the aircraft 
industry they must feel assured that their discoveries and developments will not 
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be acquired by a competitor through use of the facilities. Thereupon, Sverdrup 
& Parcel, Inc., purchased Aerojet’s stock in Aro, Inc., for cash and in addition 
reimbursed Aerojet for expenses it had incurred in connection with services its 
officers and employees had rendered. 

Question. In light of the statement which has been made that Aro, Inc., 
operates but one warehouse and about 7 miles of railroad, describe generally the 
work which that company has done from the time of its organization to the 

resent. 
; Answer. Necessarily, the Aro organization had to be built from the ground up. 
At the end of the first month of its organization it had but three employees. t 
the end of its first contract (18 months) it had 189 and at the end of the twenty- 
fifth month it had 406. In the early stages of its operations, except for necessary 
administrative assistance, its principal employment consisted of engineers and 
consultants to perform that = of its contract which requires it to give advice to 
the commanding general, AEDC, concerning the functional adequacy of the 
facilities being planned, designed and constructed. The three principal facilities 
at AEDC will consist of the gas dynamics facility, the propulsion wind tunnel, 
and the engine test facility. Early employees included a director of engineering 
and a chief for each of the facilities mentioned. Design review panels were 
established of which the chairmen are facility chiefs. The personnel of these 
panels follows: 
Propulsion wind tunnel: 
Dr. Milton U. Clauser, head, School of Aeronautics, Purdue University. 
Mr. John Lee, assistant director of research, United Aircraft Corp., research 
division. 
Mr. Ira G. Ross, manager, wind tunnel department, Cornell Aeronautical 
Laboratory. 
Dr. Roscoe Mills, flight research laboratory, WADC. 
Dr. Bernhard Goethert, chief, project group, wind tunnel branch, WADC. 
Maj. B. W. Marschner, PWT project officer, AEDC. 
Mr. John Noyes, PWT project engineer, Sverdrup & Parcel, Inc. 
Mr. John M. Wild, chief, propulsion wind tunnel, Aro, Inc., chairman. 
Gas dynamics facility: 
Dr. Arthur Kantrowitz, professor of aeronautical engineering, Graduate 
School of Aeronautical Engimeering, Cornell University. 
Re Allen E. Puckett, chief, missile aerodynamics section, Hughes Aircraft 
oO. 
Dr. Seymour M. Bogdonoff, professor of aeronauties, Princeton University. 
Dr. Antonio Ferri, professor of aeronautical engineering, Brooklyn Poly- 
technic Institute, formerly chief, gas dynamics section, Langley Memorial 
Aeronautical Laboratory, NACA. 
Mr. M. J. Witunski, assistant chief project engineer, Sverdrup «& Parcel, 
Inc., formerly assistant technical adviser, AEDC. : 
Mr. Lou Elmer, gas dynamics facility project engineer, Sverdrup & Parcel, 
Ine. 
Lt. Col. J. A. Dodge, gas dynamics facility project officer, AEDC. 
Mr. Roy Smelt, chief, gas dynamics facility, Aro, Inc., chairman. 
Engine test facility: 
Pr. A. J. Nerad, development engineer, General Electric Co. 
Mr. 0. G. Conrad, ram jet addition project engineer, Sverdrup & Parcel, Inc. 
Dr. L. 8. Echols, technical adviser, Shell Oil Co. 
Mr. D. M. Hazard, project engineer, Wright Aeronautical Corp. 
Lt. Col. D. M. Ross; WADC, power plant laboratory. 
Mr. B. A. Schmickrath, development engineer, Pratt & Whitney. 
Mt, W. H. Verdier, superintendent of facilities planning, APL, John Hopkins 
Tniversity. 
Mr. A. W. Young, propulsion systems laboratory, operators branch chief, 
NACA Lewis Laboratory. 
Mr. R. O. Dietz, ram jet addition branch manager, ARO, Inc. 
Mr. G. W. Newton, chief, engine test facility, ARO, Inc., chairman. 

Later a fourth facility chief was added. He is chief of central facilities. These 
fe.cilities em brace the various utilities at the site, such as heat, light, power, ware- 
house, railroad, sewers, streets, grounds, etc. The operation of central facilities 
involved the first employment of so-ealled blue-collar workers. A more detailed 
statement of ARO’s activities is to be found in exhibit 5 of General Sverdrup’s 
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statement which was filed at the hearing conducted May 22, 1952, before the 
Senate subcommittee. 

Question: To what extent is the training of personne! important? 

Answer: The facilities being constructed are without parallel both in respect to 
size and intended performance. They are novel and represent a pioneering effort. 
Because of their extreme complexity specialized personnel will be required for their 
operation. Personnel of this type are not available in the required numbers. 
Therefore, it is necessary to train and equip them and to havé them available at 
the time the facilities are ready for operation. Beginning in the spring of 1951, a 
program was instituted to ‘obtain June graduates from various technical institu- 
tions. After acquiring them, they were placed with various institutions, indus- 
tries, the NACA and at Tullahoma to give them the requisite training. As should 
be obvious, this training is extremely important if a capable operating organiza- 
tion is to be had.when the facilities are ready for activation. 

Question: It has been stated that to date ARO, Inc., has spent $4,000,000 
(Congressional Record 3937). Is that correct? 

Answer: No. As of March 31, 1952, after that statement was made, the sum 
spent was $1,563,252.60. 

Question. Reference has been made to Mr. 8. F. Leo as head and operating 
head of ARO when he is without scientific or technical training. (Congressional 
Reeord, 2566, 3938.) What are the facts on this subject? 

Answer. Mr. Leo is without scientific or technical training. However, he has 
never been head or operating head of ARO. Instead, he has been director of 
administration. 

Question. What are Mr. Leo’s duties as an employee of ARO? 

Answer. In the organizational structure of ARO, the employee in highest 
authority is the managing director. Under him, the organization is divided into 
two divisions, one of which involves engineering and the other administration, 
the latter to support the former. At the head of the former there is a director 
of engineering and at the head of the latter a director of administration. Mr. 
Leo’s duties at all times have been purely administrative in type. 

Question. Is Mr. Leo now, or has he ever been, an officer, stockholder, or 
corporate director of ARO? 

Answer. No. 

Question. Is he an officer and stockholder of Sverdrup & Parcel, Inc.? 

Answer. Yes, he is a vice president of Sverdrup & Parcel, Inc., a stockholder. 

Question. Describe briefly the circumstances under which he became associated 
with you in business. 

Answer. General Sverdrup first met Mr. Leo during World War II in June 
1944, in Hollandia, New Guinea, when preparations were being made for the 
Mindoro invasion. He was favorably impressed by his work in connection with 
the planning operations in which they participated. At that time, General 
Sverdrup remarked to Captain Leo that if and when they return to the States 
he would like to discuss with him the possibility of accuiring his services in the 
Sverdrup & Parcel organization. They did not meet again until March of 1948, 
at which time Mr. Leo was in the office of the Secretary of the Air Force. In 
about the middle of 1950, when Mr. Leo was special! assistant to the Chairman of 
the National Security Resources Board, Genera! Sverdrup reopened the subject 
of a business connection. Subsequent conversations ensued as a result of which 
he was employed by Sverdrup & Parcel, Inc., in December of 1950 as vice-presi- 
dent for adn inistration. 

Question. What is your knowledge and opinion of his administrative experience 
and ability? 

Answer. The work which General Sverdrup first saw Mr. Leo perform in New 
Guinea aroused admiration for his administrative ability. This was confirmed 
and emphasized later by conversations which General Sverdrup had with Gen. 
Lucius D, Clay concerning Mr. Leo’s administrative work in military government 
in Germany. Later conversations regarding and observations of, him in con- 
mection with his work in the office of the Seeretary of the Air Force additionally 
confirmed this appraisal of his administrative ability. 

Question. Was it ever contemplated that he would permanently fill the position 
of director of administration of ARO? 

Answer. No. He was transferred to ARO on a temporary basis only, with the 
understanding he would resume his duties with Sverdrup & Parcel, Inc., as soon 
as the position of director of administration would be permanently filled. Shortly 
before Mr. Leo, with other ARO personnel, moved from St. Louis to Tullahoma 
in November 1951, he purchased 9 home in St. Louis, which is unoccupied and 
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awaits his return. Shortly after the first of this year (before the charges in the 
House were made) Mr. James Gayner was employed to permanently fill the posi- 
tion of director of administration; however, he could not report for duty before 
March 1, 1952. He did report on that day. In the meantime, Mr. has 
remained in Tullahoma only for the purpose of enabling Mr. Gayner to beeome 
familiar with his duties and responsibilities. 

Question. The statement has been made that ARO’s estimate or budget for 
the current contract year was $12,900,000 and this was reduced by the Air Force 
to $3,000,000 (hearing, p. 84). Is that correct? 

Answer. No. A stenographic transcript of the contract negotiations exists. 
It is printed in full in the report of the House hearing. By referring to pages 
56-57 of the report of hearing, it will be seen that the $12,900,000 was an estimate 
of the total amount AEDC would have to spend during the contract year, in- 
clusive of capital items which would not flow through ARO’s contract. ARO’s 
initial estimate for its contract requirements was $3.4 million or $3.5 million 
which later was reduced to $3.1 million. 

Question. What disagreement, if any, actually existed between AEDC and 
ARO regarding estimated costs? 

Answer. Prior to contract negotiations, the working levels of both organizations 
had agreed on a figure of $2,318,000 exclusive of a number of items not resolved. 
The reason for unresolved items was because of a lack of knowledge by the working 
level of AEDC concerning whether such items were to be included within ARO’s 
prospective contract for the ensuing year. There was no important disagreement 
between the working levels of both organizations in estimating costs for those 
functions which it was agreed were to be included in the contract. 

Question. The statement also was made that ‘of the $150,000 paid-in capital 
the Government is advancing two-thirds’ (hearing, p. 87). Is that correct? 

Answer. No. All of ARO’s capital was fully paid for in cash by its stockholders. 

Question. ARO has been termed a “moocher’ in connection with a statement 
that it had tried to collect a fee of 344 percent of the cost of power to be furnished 
AEDC by TVA. What are the facts on that subject? 

Answer. As is shown by the transcript of the contract negotiation (see p. 75 of 
printed report of House hearing) General Sverdrup stated that ARO did not want 
3% percent or any other percent of power cost. ARO’s position has been, and 
continues to be, merely this: Since power involves the performance by ARO of 
responsible services, such services, like all other services rendered by it, should be 
taken into consideration in arriving at a reasonable fee. 

Question. What was the term of ARO’s first contract? 

Answer. Eighteen months, ending September 30, 1951. 

Question. What was the estimated cost and what was the actual cost of that 
contract! 

Answer. Our estimated cost was $891,568. The Government’s estimated 
cost (which was adopted in the contract) was $694,174.50. The actual cost was 
$797,888.91. 

Question. How much was ARO’s fee for that contract? 

Answer. The fixed fee was $23,474.50. 

Question. Percentagewise, what was the relation of the fee to the estimated 
cost and the actual cost? 

Answer. As to estimated cost, it was equivalent to 334 percent; as to actual cost 
it was equivalent to slightly less than 3 percent. 

Question. What is the estimated cost of the present contract? 

Answer. $3,000,000. 

Question. What is the amount of the fee? 

Answer. $95,000. 

Question. Percentagewise, is that fee greater or smaller than the first fee? 

Answer. It is smaller than the fee provided by the first contract. 

Question. Do you know how the size of ARO’s fee compares with others for 
comparable services? 

Answer. Insofar as we are aware, it is the lowest. 

Question. The statement has been made that ‘The $95,000 (fee) is clear 
profit.” (Congressional Record p. 3939). Is the fee under either of these 
contracts ‘‘clear profit?”’ 

Answer. No. 

Question. Can you tell us the amount of nonreimbursable expenses incurred 
by a under the first contract and the extent to which they reduced the fixed 
fee 
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Answer. Nonreimbursable expenses amounted to $7,437.59 which reduced the 
fee (before taxes) to $16,036.91. 

yo pa Can you approximate the amount of nonreimbursable expenses which 
probably will be incurred by ARO under the present contract? 

Answer. We estimate they will amount to approximately $20,000. 

Question. The statement has been made that in addition to payment of a fee, 
the salaries of all officials of ARO are reimbursed. Is that true? 

Answer. No. Only two officers receive salaries. One of them is vice president 
and treasurer and assistant secretary and the other is secretary and general counsel. 
Each of them receives $5,000 a year. The details of the services they render are 
set forth in exhibit 1 of General Sverdrup’s statement filed at the Senate hearing. 

Question. Are the salaries paid by ARO subject to approval of the Government 
contracting officer? 

Answer. Yes. 

Question. The statement has been made that the risk of capital in ARO is 
substantially ni! (hearing, p. 97). Do you agree to that? 

Answer. No. Substantial risks exist, a number of which are mentioned in 
General Sverdrup’s statement filed at the hearing. 

* Question. Reference has been made to the hiring of consultants by ARO to 
tell it how to manage its own affairs. What have you to say on that subject? 

Answer. In order to obtain the benefit of specialized, scientific, and technical 
knowledge held by men who are in the permanent employ of institutions of learn- 
ing and industry, it has been both necessary and desirable to employ them on a 
consulting basis. Their full time is not required and if they had been employed 
on @ full-time basis, which would have been impossible, it would have been ex- 
tremely uneconomical. In addition, a consultant was employed under contract 
to assist in developing a proper organizational structure and to obtain necessary 
data regarding salary and wage rates which would satisfy the requirements of the 
wage and salary stabilization boards. This consultant is a nationally recognized 
organization which has rendered similar services for many organizations, both 
governmental and industrial. Since services of this type are required only 
temporarily, or at most, intermittently, it was deemed economical to have them 
rendered under contract rather than by the acquisition of permanent employees. 
All consultants’ contracts were submitted to and approved by the Government 
contracting officer. 

Question. An observation was made during the House hearing (p. 115) in 
which the judgment of the Air Force was questioned in hiring an inexperienced 
organization to operate AEDC instead of a large company with a national or 
international reputation. Do you have any views to express on that subject? 

Answer. In our opinion, any company, whether its operations are national or 
international in scope, does not ess, and would have to assemble, the organi- 
zation necessary to operate AEDC The choice of Sverdrup & Parcel, Inc., was 
initiated by Maj. Gen. F. O. Carroll on the premise, we are informed, that by 
reason of having designed these facilities we would be better equipped both 
through experience and personnel than any other organization for the purpose. 

Question. I also find this statement: “ARO is a fly-by-night set-up for the 
purpose of making a contract with the Government and collecting a fee.’’ Please 
identify the officers and directors of ARO and give us their background briefly. 

Answer. L. J. Sverdrup, president and director, also president of Sverdrup & 
Parcel, Ine.; E. R. Grant, vice president, treasurer, and assistant secretary and 
director; also executive vice president of Sverdrup & Parcel, Inc.; Brice R. Smith, 
assistant secretary and assistant treasurer and director; also vice president of 
Sverdrup & Parcel, Inc.; W. E. Moser, secretary and general counsel and director; 
senior member of law firm of Moser, Marsalek, Carpenter, Cleary & Carter, and 
also secretary of Sverdrup & Parcel, Inc.; Stephen D. Bechtel, director; also 
president of Bechtel Corp., International Bechtel, Inc., Arabian Bechtel Co., 
Canadian Bechtel, Ltd., and director of a number of corporations; David R. 
Calhoun, Jr., director; also president of St. Louis Union Trust Co. and director of 
numerous industrial corporations; James Wesley McAfee, director; also president 
of Union Electric Co. of Missouri and its subsidiaries and of North American Co. 
and director of a number of corporations. Additional details concerning the 
background and experience of these men is contained in the statement of L. J. 
Sverdrup filed at the Senate hearing and in exhibits attached thereto. 

Question. Give us briefly the history and experience of the Sverdrup & Parcel, 
organization. 

Answer. It was organized as a partnership in 1928 and incorporated in 1946. 
Since its organization it has been engaged continuously in the profession of engi- 
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neering. It has grown from an unimportant size to one of the largest of its kind 
and has performed work in this country and elsewhere in the world involving 
expenditures of more than a billion dollars. Its work has been extremely varied 
and includes the fields of civil, mechanical, electrical, and hydraulic engineering 
and aerodynamics. 

Question. I note that Gen. F. O. Carroll, who was mentioned in the hearing 
as the “‘greatest aerodynamic authority in the Air Force’’ (Congressional Record 
p. 3937) was commanding general, Arnold Engineering Development Center 
until early this year. Has he ever expressed himself on the subject of whether 
ARO’s work has been satisfactory or otherwise? 

Answer. In response to an inquiry from Mr. Mahon, chairman of the House 
subcommittee, General Carroll wrote a letter in the course of which he said: 

“It is my personal opinion that ARO, Inc., has done an admirable job and 
has been of the greatest assistance to the Air Force in working with the aero- 
nautical industry and Government agencies to insure that the facilities being 
built are technically capable of meeting the requirements of the Department of 
Defense and industry for a good many years to come.”’ 

On December 21, 1951, in a message of greeting to Sverdrup & Parcel, Inc., 
General Carroll stated: 

“Another year has passed during which a great amount of work has been 
accomplished toward the completion of the important work of designing and 
assisting in the construction of the most important research and development 
installation of this country. Many problems have been encountered and solved 
during this past year through the effort of individuals and team work of various 
groups. This command is proud to have the efficient services of the Sverdrup & 
Parcel organization in this great undertaking. This command wishes to extend 
to you its fullest confidence in the work to be accomplished in the coming vear.”’ 

Question. In your opinion, what effect would a present termination of the 
ARO contract have on the immediate development of the AEDC project? 

Answer. If the House rider remains effective all ARO employees, of course, 
will know or become informed that their employment by ARO must cease not 
later than September 30, 1952. Unless some method is found to hold the organi- 
zation intact, its disruption necessarily will create substantial delay in the further 
development and activation of the project. Also, a very considerable amount 
of money has been invested in the development of the organization and such 
money will be lost in proportion to the degree of disorganization which occurs. 
The extent to which a successor management can keep the organization intact 
is problematical. In addition to the great demand which exists Nation-wide for 
the specialized personnel involved there is a personal equation to be considered. 
As may be expected, a high degree of resentment has developed against the 
charges which have been made and which are considered to reflect upon the 
integrity and efficiency of the organization as a whole. If those charges are 
sustained, it would not be surprising if a substantial group, particularly personnel 
in the higher and more responsible levels, would choose to disassociate themselves 
from the project. 

Respectfully submitted. 

Sverprup & ParceE., INc., 
ARO, Inc., 
By W. E. Moser, 
Secretary and Counsel. 
St. Louis, Mo., May 27, 1952. 


LETTER OF HON. STUART SYMINGTON, FORMER SECRETARY OF AIR FORCE 


Mr. Arnotp. Mr. Chairman, at this point I would like to have 
inserted in the record a letter from Mr. Stuart Symington to you in 
connection with this matter. 

Senator O’Manoney. It may be received. I have already had 
the letter and it has been distributed to members of the committee. 

(The letter referred to follows:) 
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APRIL 20, 1952. 
Hon, Joseru O’ MAnoney, 
United States Senate, Senate Office Building, 
Washington, D. C. 

Dear Senator O’ Manoney: I have noticed in the press statements about the 
operation of the Arnold Engineering Development Center by ARO, Inc. I have 
also been asked by various newspapers about my knowledge of this matter while 
Secretary of the Air Force. 

This letter is written with the thought in mind that it might help you during 
your consideration of the proviso in the House bill to the effect that none of the 
funds appropriated shall be used for the payment of ARO, Inc. In case you would 
like to have me come before your committee to testify, I would be glad to do so, 
although this letter should suffice. 

At the time the Congress approved the Arnold Engineering Development 
Center, you may recall that the Air Force stated it was its number one program; 
and the Secretary of Defense stated it was the third most important project of 
the entire Department of Defense. 

The design and construction of such a center is a tremendously involved, com- 
plicated, and highly technical job. The contract for the design had been awarded 
to Sverdrup & Parcel of St. Louis by the Air Matériel Command, Wright Field, the 
latter the contracting agency for such matters for the Air Force. 

I have no knowledge whatsoever at this time about the method of selection, but 
I certainly would normally accept the recommendation of Wright Field. 

When it came to determining how the center should be operated, the Air Force 
sought the advice of representatives of industry and education.- All of them were 
unanimous in the recommendation that the center could best be operated under 
contract with a private concern. They believed that this procedure would afford 
the most economical and efficient operation. 

The Air Force appointed a special committee, chairmanned by Professor 
Markham of Massachusetts Institute of Technology, to make a recommendation 
as to the operation of the center. This committee reported back and recom- 
mended: (1) Private operation, and (2) such operation should be by a nonprofit 
organization. 

At this point, several people, including Dr. Theodore von Karman, Chairman 
of the Scientific Advisory Board, and probably the greatest authority on aero- 
dynamics in the world, and General Sverdrup, president of Sverdrup & Parcel 
Ine., recommended that Professor Markham be placed in charge of the center. 
Professor Markham had just completed for MIT an 8 by 8 supersonic wind tunnel 
and had, in their opinion, both the scientific knowledge and the administrative 
background to undertake this job. 

I tried in every way to induce Professor Markham to undertake the job. I 
talked with the president of MIT, and had several conferences with Dr. Hunsaker, 
head of the department in which Professor Markham serves, but to no avail. 
MIT would not release him, and Professor Markham would not come. 

Recommending a nonprofit organization is one thing; creating one is something 
entirely different. Suffice it to say, that_no one came forward to give effect to 
the recommendation made by Professor Markham, nor did he himself want to 
do it. 

Shortly thereafter, Maj. Gen. F. 0. Carroll, commanding general of AEDC, 
recommended that inasmuch as Sverdrup & Parcel were to design the technical 
facilities, supervise their construction, test-run the equipment, and train our 
en in operation, they would be the logical people to operate the center. 

‘his recommendation, in norma! routine, was turned over to Mr. Harold Stuart, 
Assistant Secretary of the Air Force, who was responsible for research and develop- 
ment, 

After a great deal of study, he recommended to me that Sverdrup & Parcel 
be entrusted with the responsibility of operating the center. I gave this my 
approval with the proviso that the fee involved must be lower than any other fee 
paid for similar services in any military service. 

I made this stipulation because even then I realized that the Air Force, in 
common with other Government agencies, would, in the future, probably have 
to operate a great many of their installations by means of private contract, and 
I wanted to make sure that in case it was impossible to arrive at a fixed price 
contract we would have a precedent of a low fee as compared with other projects, 
so that this would remain both a guide post and a policy. 

I have, of course, no knowledge of the details of the contract, inasmuch as it 
was worked out in a normal manner at Wright Field. I would be certain, how- 
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ever, that it contains the usual safeguards insofar as the Federal Government is 
concerned—and that it has been drawn and is operated to the best interest of 
the United States. 
Sincerely yours, 
Sruart SyMINGTON, 


STEPHEN F. LEO, DIRECTOR OF ADMINISTRATION 


Senator O’Manoney. General Asensio, during the early stages of 
this hearing you made reference to Mr. Stephen Leo as being present 
here. Is he present now? 

Mr. Leo. Yes, sir. 

Senator O’Manoney. Mr. Leo, are you the Stephen Leo whose 
name appears upon this list of officers on the payroll of ARO as 
Stephen F. Leo, director of administration, salary $20,000? 

Mr. Lego. Yes, sir. 

Senator O’Manoney. Will you come forward, please? What has 
been your experience and background? 

Mr. Leo. It has been somewhat large, sir. I have an exhibit, I 
believe, accompanying General Sverdrup’s statement. In this book 
it is exhibit 2. 

Senator O’Manoney. Is this the exhibit, the testimony you in- 
tended to give here or have submitted by the General? 

Mr. Leo. This I gave General Sverdrup, Senator. It represents 
substantially the affidavit which I filed with the General Accounting 
Office personnel who have been in Tullahoma the latter part of March, 
and this is the same affidavit substantially. 

Senator O’Manonry. It will be made a part of the record. 

(The statement referred to follows:) 


STATEMENT OF STEPHEN F. LzEo 


My name is Stephen F. Leo. I was born in the city of Yonkers, N. Y., August 2? 
1909. 

I was educated in the public schools of the city of Yonkers, the Irving Pre- 
paratory School at Tarrytown, N. Y., and Bowdoin College, Brunswick, Maine. 

From 1934 until 1951 I was an employee of the Gannett Publishing Co. of 
Portland, Maine. For reasons of military service and Government service in 
other capacities, I was actually in the service of the Gannett Publishing Co. less 
than 7 years of the 17 years during which I was considered an employee. It 
was a policy of the company to authorize leaves of absence for military service 
and for public service under certain circumstances. In addition to the Gannett 
Publishing Co., other employers included the Associated Press and the Portland 
Evening News. The bulk of my work in the newspaper field was in the analysis 
and examination of public administration. 

From 1935 to 1937 I was on leave of absence as assistant to the Administrator, 
Works Progress Administration, State of Maine. After having covered in detail 
irregularities in the Emergency Relief Administration, which resulted in the 
indictment of approximately 20 officials of that agency, my work in the Works 
Progress Administration included assisting in the administration of the general 
relief program, the assignment of relief labor to various Federal projects on a 
coordinated basis, the rehabilitation of areas affected by the floods of 1936, and 
similar public administrative duties. 

Leave of absence was again granted in 1940 after a series of stories on State 
government which led to the indictment and subsequent conviction of the then 
State comptroller. 

I served as executive secretary to the Governor of the State of Maine, who 
was elected on a platform calling for correction of previously discovered irregulari- 
ties in the State government. In addition to serving as executive secretary, I also 
served as chairman of the State liquor commission after the members of the 
previous commission were removed or submitted resignations after disclosure of 
unusual practices. This was a monopoly liquor administration, and the duties 
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involved the enforcement of appropriate statutes, the conduct of hearings, the 
administration of penalties, and the general control of alcoholic beverages. 

The gross business supervised was in excess of $15,000,000 per year, and included 
the administration of 44 State stores, merchandising, transportation, and the 
conduct of a substantial warehousing operation. My duties included the reor- 
ganization of the Commission’s functions and led to the establishment of a merit 
system of employment, the State equivalent of Civil Service. 

Additional duties included the general organization and supervision of the 
State civil defense program, and, for some time, acting as superintendent of 
publie grounds and buildings. 

Leave of absence was next granted for service‘in the Military Establishment. 
I entered in the grade of private in May of 1942. This service was concluded in 
early 1946. I was released with the rank of captain. My military duties in- 
cluded those responsibilities normally discharged by a private and pfc., corporal, 
and sergeant. I was commissioned and was assigned to duty as assistant to the 
omar of the Senate War Investigating Committee (Truman committee, so 
called). 

I was released from this assignment at my own request in December of 1943 for 
the purpose of overseas service. I was assigned to the Southwest Pacific as an 
air planning officer ultimately in general headquarters. My service included 
award of the Army Commendation Ribbon, various theater ribbons, and participa- 
tion in two campaigns for which battle stars were awarded. I was also in the 
New Guinea campaign and the Bismarck Archipelago. After service in the 
Southwest Pacific I was assigned to duty in the China-Burma-India theater as 
an Air planning officer. I returned to the United States after the surrender of 
Japan... 

In the spring of 1946 I was granted leave of absence by the Gannett Publishing 
Co, to serve in military government in Germany in a civilian capacity as deputy 
to Sumner Sewall, former Governor of the State of Maine, under whom I had 
served. Mr. Sewall had agreed, at the request of the Secretary of War, to serve in 
military government then being administered by Gen. Lucius D. Clay, I served 
in Germany as Deputy Director of the Division of Internal Affairs and Com- 
munications, which involved service under the Allied Control Commission for the 
Four Powers Administration of Germany. The division was responsible for 
functions generally covered under State government, with the addition of control of 
railroads, posts, telegraph, and radio facilities. 

At the request of the War Department and by agreement with General Clay, 
I was released from this assignment to return to the United States in November 
of 1946 to work under Mr. Symington in the matter of handling details looking 
toward unification of the Armed services. This assignment resulted in large 
measure from experience gathered during my tenure on the staff of the Truman 
committee, which had developed much material in connection with unification. 
The details of working out unification agreements had been assigned to Mr. 
Symington by the then Secretary of War, the Honorable Robert P. Patterson. 

After the congressional enactment of unification legislation, I continued to 
serve as Special Assistant to the Secretary and also as civilian head of the Direc- 
torate of Public Relations of the Air Force, I served in these capacities until 
April of 1950, at which time I moved to the National Security Resources Board as 
Special Assistant to the Chairman, Stuart Symington. 

On December 16 of 1950, I terminated my services with the National Security 
Resources Board and entered the firm of Sverdrup & Parcel, Inc., consulting 
engineers of St. Louis, Mo. The decision to leave Government was made by 
me for the purpose of establishing greater security for my family. I made the 
decision after several months of thought. My duties in Government were such 
that there was little time for me to have any family association, and the type of 
work in which I was engaged was one which I felt had little basic security in 
terms of tenure. 

As part of my desire for establishing some form of security for my family not 
available to me in the Government service, I had made the determination I would 
take no employment which would not include some equity in the organization to 
which I might go. I had also made the determination that no employment which 
I would take would include continued physical presence in Washington. General 
Sverdrup, with whom I had long been friendly, dating back to my military service 
overseas, suggested the possibility of my joining his firm. We agreed that before 
discussing any details, I should advise Mr. Symington of my decision to leave 
Government. I did this in October of 1950. I then talked again with General 
Sverdrup. This discussion, including my desire to have an equity in whatever 
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position I might undertake, led ultimately to conclusion of an arrangement by 
which I would be permitted to purchase 2,000 shares in the firm of Sverdrup & 
Parcel, Inc. I was to serve as vice president of the firm for administration. The 
2,000 shares of stock which I was to acquire represented somewhat less than 
one-sixteenth of the total shares issued. 

I hold no stock in ARO, Ine., nor am I an officer or a member of the board. 
My relationship is entirely a salaried relationship. 

The question has been raised as to my technical and scientific qualifications. 
I have none, nor do my duties require them. 

I do not head this project and never have, nor has the company had any such 
plans for me. The activities of ARO, Inc., are divided into two main divisions— 
engineering and administration. The function of administration is to support the 
activities of the division of engineering, to serve the requirements of that division, 
and, to the fullest extent practicable, free qualified engineering personnel from 
any duties which can be performed otherwise, so that there will be the least possible 
diversion of engineering time and talent. At such time as General Farrell and 
his assistant have become thoroughly familiar with the past, present and future 
of this operation, I shall be withdrawn from ARO, Inc., and returned to my principal 
long-term responsibilities, which are in the firm of Sverdup & Parcel, Inc., in 
St. Louis. 

SrerHen F, Leo. 


DUTIES OF ADMINISTRATIVE DIRECTOR 


Senator O’Manoney. Will you then briefly summarize it for us, 
sir? The charge you might say has been made that yours is an 
excessive salary, based upon your training and experience. I would 
like to have your comments. 

Mr. Leo. Sir, there is one other point I would like to clear up in 
connection with that. There have been repeated statements or 
inferences drawn that I am in charge of the highly technical and 
complicated engineering facility at Tullahoma, which is incorrect. 
My duties there are to support the activities of the technical people 
and thereby relieve them of the obligation to use their time and 
talent in connection with duties which can be otherwise performed. 
The directors of the corporation made the decision that there would 
be two main functions within ARO and the company was so organized 
administratively, with a department of engineering and a department 
of administration, all operating under the managing director who is 
General Farrell. 

Under administration are such functions as finance, personnel, 
housing, personnel services, transportation, the operation of central 
facilities, which are normally housekeeping functions, the, mainte- 
nance of buildings and grounds, in other words, all the functions which 
are not of a highly technical engineering nature. That division of 
ARO falls under my responsibility temporarily. 

With General Farrell came a Mr. James Gaynor who is thoroughly 
experienced, who has been with General Farrell for some time and as 
soon as I have an opportunity to attend what is going on in Tullahoma 
and get out to brief him in what the duties are in the administrative 
end of ARO, I will return to St. Louis where I am a member of the 
firm of Sverdrup & Parcel. 


PUBLIC ADMINISTRATION EXPERIENCE 


Senator O’Manoney. How long have you been a member of that 
firm? 

Mr. Leo. I joined the firm of Sverdrup & Parcel at the close of 1950. 

Senator O’Manoney. In what capacity? 
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Mr. Leo, I joined the firm as a minor stockholder and as vice 
president for administration. I might say it is covered in my 
biographical sketch. 

he bulk of my useful life, apart from my military service, has been 
in public administration or in close connection with it. 

Senator O’Manoney, In the newspapers? 

Mr. Leo. No, sir. 

Senator O’Manonry. May I say I think it is a very excellent 
profession, having once myself been a member of the newspaper pro- 
fession, just a reporter. 

Mr. Leo. I believe you were a city editor in addition to straight 
news work? 

Senator O’Manoney. That is right. 

Mr. Leo. In the newspaper business I was charged in general with 
the scruting and examination of public administration at various 
levels, State, county, Federal, municipal. As frequently happens, in 
my State in any event, in the war of minor aberrations, my newspaper 
had a policy of lending personnel where they were particularly quali- 
fied or to whoever wanted their services and felt they were qualified, 
they would lend them. 

Senator O’Manoney. Was that in the State of Maine or Missouri? 

Mr. Leo. That was in the State of Maine, sir. My connection 
with the State of Missouri has been rather fleeting. I came out there 
in January of 1951 and when the bulk of ARO’s operation moved to 
Tullahoma, Tenn., | moved with it. I have a house in St. Louis 
which is presently unoccupied, and I will return and occupy it as 
soon as I can have my duties adequately performed by my successor. 

Senator O’Manoney. What was the largest salary vou ever re- 
ceived before you obtained this appointment? 

Mr. Leo. $15,600. 

Senator O’Manoney. Where was that? 

Mr. Lo. That was in the National Security Resources Board where 
I served under Mr. Symington. Prior to that I was with the Air 
Force as special assistant to Mr. Symington and director of public 
relations there from 1947, substantially—I was there very close to 
1946—until I went to the National Security Resources Board in April 
of 1950, and then out of Government at the close of 1950. : 

Senator O’Manonry. Any questions, Senator? 


SALARY 


Senator McCietutan. What is your salary now? 

Mr. Leo. $20,000 with ARO. I initially went there, when I left 
Government I initially left at $17,500. I was $15,600 in Government 
when I left. 

RECOMMENDATION FROM GENERAL CLAY 


Mr. Sverprup. I would like to read a very short statement: Mr. 
Leo served under General Clay in Germany in a very responsible ad- 
ministrative job. I wrote General Clay because it seems like the 
only thing brought out is that Mr. Leo is a publicity man, which is 
rather recent. I think he is a very excellent administrator. He said: 


In response to your inquiry, I have known Steve Leo now for 5 or 6 years. 
During a part of this period, he was my associate in military government in Ger- 
many, serving as director of one of our major departments. 
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I placed him in this position because he was highly recommended to me as a 
capable administrator and executive. This I found to be true, as his performance 
was of high caliber, proving beyond question his abilities as administrator and ( 
executive. 

I also learned to like and respect him as a friend. 

Sincerely yours, General Lucius D. Clay. 

Senator O’Manoney. With respect to Mr. Leo? 

Mr. SverprRup. Yes, sir. 

Senator McC.etuan. Was that obtained before you employed him? 

Mr. Sverprup. No, sir. I had talked to General Clay about him 
and talked to a lot of others. | 

Senator McC.e.uan. What is the date of the letter? : 

Mr. Sverprup. April 26, 1952. | 

Senator O’Manoney. Let me ask this question: Inasmuch as 
Mr. Symington was at one time the Secretary of the Air Force and 
later a member of the National Security Resources Board, is there 
anything to any report that may be current that Mr. Leo was placed 
upon this payroll at the personal solicitation of Mr. Symington? 

Mr. Sverprup. Very much to the contrary, Senator. Secretary 
Symington was very upset when I first told him I wanted to have Leo 
join us and was decidedly unbappy about it. But he told me, “I 
realize and recognize that someday a is going to do something else,’’ 
but that he in any way solicited work for Leo is the greatest untruth 
I can think of. 


CONTRACT APPROVED PRIOR TO APPOINTMENT 


Senator O’Manoney. Did the appointment of Leo have anything 
whatever to do with the approval of the contract between the Air 
Force and ARO? 

Mr. Sverprup. The contract had been approved long before Leo 
went with us and he had nothing to do with any contractural opera- 
tions and negotiations whatsoever. 

Mr. Leo. I would like to speak to that point, if I might. 

Senator O’Manoney. Yes; Mr. Leo. 

Mr. Lzo. When I made the determination to leave Government 
there were various opportunities that I had. I do not want to put 
myself in the category of General Farrell but the determination to 
leave Government followed naturally by consideration of where I 
would go. It was my feeling and it was my desire and my privilege 
as far as ARO is concerned to feel that I could be of some assistance 
in trying to accomplish, insofar as my skills would permit, the com- 
pletion of that center which cause my time in the Air Force and my 
time in Germany in the military government and my observation of 
other powers, convinced me it was a tremendously important thing 
unless the law of gravity was going to be repealed, which is not in 
prospect. 

However, in doing that and because of the fact that I had been in 
the Air Force, even though my duties did not include anything of 
this sort, I have not at any time had any interest whatever of a 
financial sort in ARO apart from my salary. I hold no stock, I hold 
no official position in it. 

Senator O’Manonery. Thank you, sir. 

General Doolittle, I think the committee would like to hear from 
you, sir. 
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General Doo.ittie. I have no prepared statement. 

Senator O’Maunoney. Let us put it on the record that you are the 
General Doolittle. 

General Doouittue. I am a “‘do-little.” 

Senator O’Manoney. I hope not. 


RIDENOUR COMMITTEE REPORT 


General Doouirt.e. Possibly I had better explain how I happen 
to be here. I am partially responsible for the concept of contract 
operations in the Air Force. I have had considerable experience in 
the military service, in industry, and research and development work. 
When General Vandenberg decided to give more emphasis to research 
and development, he called me in to act as adviser. One of the first 
chores was to serve on the Ridenour committee, which was a sub- 
committee of the Scientific Advisory Board and was charged with 
considering means to permit the Air Force to get the most possible 
research and development at the lowest possible cost. 

After a year I was recalled and am now serving on half-time duty, 
loaned by my company for that purpose, as a technical adviser to 
General Vandenberg, and to implement the recommendations of the 
Ridenour Committee. 


RECOMMENDED CONTRACT OPERATIONS 


One of those recommendations was that contract operations of 
research and development facilities should be utilized wherever 
expedient . 

The reasons for contract operations, a subject on which I feel very 
strongly, are, particularly in the case of facilities, that the Air Force 
research and development work can be done better, quicker, and 
cheaper. Contract operations cause a minimum of interference with 
the civil economy. They are inclined to leave industry, research, 
and university scientific personnel, if not in place, at least still outside 
the military service. This has the effect of avoiding two dislocations, 
first, the unnecessary building up of the military service now and, 
second, the unnecessary disruption of the military services after the 
greatly hoped for return to normaley comes. Probably the most 
unportant reason that contract operations are necessary is because of 
the shortage of competent technical personnel in the military services. 
This shortage is because of their great obligation, because of their 
tremendous expansion, and in the case of the Air Force also because 
of its relative youth. 

Senator McCLe.ian. Would you mind a question there? 

General DoouitrrLe. Not at all, sir. 

Senator McCue.uan. In order for the Air Force to have done this 
job themselves, they would have had to go out and recruit additional 
personnel. They simply did not have the talent? 

General Doo.iTr_e. That is correct. The Air Force has barely 
enough competent technical people to properly supervise and to evalu- 
ate the research and development work that they are doing and is 
being done for them. 

The subject of profit has come up: Why should ARO get a profit 
for the job they do? I believe wholeheartedly in the free-enterprise 
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system. I believe in the profit motive, modified to the extent that I 
feel that the major obligation of any corporation or any industry is 
to perform a public service, but it has to make a profit in order to be 
able to continue to give that public service. I hehiaie that a job well 
done should be rewarded. I believe that reward can well be a fair 
payment for the work done and the responsibilities assumed. 


FORMULATION OF AEDC PROJECT 


Another question that has been asked is, why should the AEDC be 
built at all. Why does not the NACA take on the additional obliga- 
tions. Some time ago the Research and Development Board, Army, 
Navy, Air Force, NACA, industry, and some of the technical uni- 
versities made a complete study of the present plans for future air- 
craft, guided missiles, and propulsion systems. To meet the research 
and development requirements and the test-facility requirements of 
the Defense Establishment, the unitary-wind-tunnel plan was evolved. 
In line with that plan, the NACA facilities were to be amplified, the 
Navy was to get some additional facilities, and the Air Force was to 
build the air engineering development center. This center was 
considered essential. 

Other facilities, even after expansion, would not meet the minimum 
requirements of testing the new equipment that was planned by 
industry and was soon to be in operational use, ‘“‘soon”’ being a relative 
term. 

The advantages of such a facility are, first, that it permits the 
testing of supersonic airplanes. It permits the testing of guided 
missiles at supersonic and hypersonic speeds and under conditions of 
varying temperature and pressure corresponding to various altitudes 
and it permits the testing of advanced propulsive units, that is, ram- 
jets, turbojets, and the most modern propulsive units. 

The effect of it will be, first, to save human life; second, to save 
matériel; and, third, to save time by permitting greater reproduci- 
bility and accuracy of test than can possibly be achieved in flight test, 
which is the only other way to test this equipment. It would mean 
that in the case of an airplane, instead of testing it in this facility, 
you would have to build the airplane and put a pilot in it and learn 
its faults, possibly losing the pilot. In case of a big ramjet, the only 
way you can test a big ramjet would be to put it in a missile and fire 
it and endeavor to get the information you wanted. If you have it 
tied down so you can make accurate measurement, you can reproduce 
data and get it much more accurate. 

Those are the points I wish to bring before you. 


CENTER CONSIDERED ESSENTIAL FACILITY 


Senator O’Manonry. We can assume your conclusion is that this 
center is a highly necessary facility? 

General DoouirtLe. My conclusion is that this center is an essen- 
tial facility; that without it the Air Force cannot carry out its obli- 
gations and that we will not be assuring the maximum development 
of our defensive and offensive equipment for the future. 

Senator O’Manoney. Have you personal information with respect 
to the capacity of ARO to manage the job? 
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General Doouitrie. That has not been a specific chore of mine, but 
it has been a general chore. I have watched the work that ARO has 
done. I have investigated and inspected the work no later than day 
before yesterday on the site at Tullahoma. Ihave read all the cor- 
respondence and literature and reports in connection with it, and I am 
satisfied that ARO is doing an excellent job and should be retained 
and that if they are not retained that we will lose a great deal of time. 

Senator O’Maunonry. Have you read the testimony and the mate- 
rial on which the House acted? 

General DoouirrLe. Yes, sir. 

Senator O’Manoney. In the light of that testimony you want to 
tell this committee that you believe ARO ought to be retained? 

General Doourrrie. I believe that if there is any irregularity or any 
inefficiency in the manner in which ARO has done its job, it should be 
removed, despite the fact that that would seriously impede our militar vy 
effort. 1 have seen no indication and no evidence of such inefficienc y 
or irregularity. 

GAO REPORT EXPECTED 


Senator O’Manonry. May I say that, since the testimony of 
General Sverdrup this morning that the General Accounting Office had 
made contacts at the plant in the past, [ have had inquiry made of the 
General Accounting Office and I have asked them to submit to this 
committee a report of whatever they have found, and that will be 
reported to the com iittee when we finally act upon this matter. 

Are there any questions to be addressed to General Doolittle? 


REASONABLENESS OF FEE 


Senator McCue.uan. I should like to ask you just one question, 
In view of your experience in this particular field and your observa- 
tions and knowledge of the work that is actually being done by this 
company, what do you say with respect to the fee that is being paid 
them for this service? Is it excessive? Is it average? Is it the usual, 
or is it less than the usual that you would expect to earn if you were 
doing the same job for private enterprise? 

General Doouirrie. I would go much further than General Sver- 
drup did. I would say that the fee he is receiving is a very fair fee; 
that he could make a great deal more money by doing business other 
than with ARO; that he is doing a very real public service and making 
a very real contribution to the national welfare. 

Senator McC.Letian. Assume that he is doing that, but just take 
that out of the picture—take that factor out of it—are the fees that 
he is receiving for these contracts comparable to what he would prob- 
ably receive in contracting the same services to private enterprise? 

General Doouirrie. No, sir. I think they are the smallest fees 
that can be at all considered fair. 


STATUS OF GENERAL CARROLL 


Senator O’Manoney. I would like to ask a question about the 
status of General Carroll, because in the record I find the allegation 
that General Carroll was removed from this operation at the research 
center, General Asensio, do you know anything about that? 
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General Asensio. General Partridge can answer that. 

General Parrriper. General Carroll had been with this project 
since it started. The project was getting well along, and in Baltimore 
I was almost desperate for technical assistance. I am not a technical! 
man; I come from the operational side. I needed some advice. | 
arranged to get General Carroll transferred to Baltimore to be my 
technical adviser. I have known him for many years, and [I like him 
very much. He was not too happy with his transfer; and, since an 
opening was available at the Air University with the Human Re- 
sources Institute, I left the choice to him. He could either come with 
me or go down there; either way. He elected to go there for the | 
year that remains to him before he retires. He plans to retire. 

Senator O’Manongy. Was that assignment in the nature of a 
penalty? 

General Partripce. No; it was not. 


CONTRACT NEGOTIATIONS 


Senator O’Manonry. The allegation has been made that General 
Carroll estimated that the cost of this contract would be about a 
million and a half and that it is much larger than that. What can 
you say about that? 

General Parrripcr. The statement which General Carroll read at 
the beginning of the negotiations which took place in Tullahoma on 
the 13th of September last contained the suggestion that we start 
with a contract of $1% million. He did this, I believe, because he had 
been given this figure previously as the amount of money which was 
available for the purpose. I had been informed before the meeting 
that the work which was set forth for the contractor to do could not 
be arranged within an amount of 1% million. So, General Roth and 
I and some others went to Tullahoma to find out how much money 
was needed to carry out the policy which was sent down to us from the 
Air Force headquarters. That was: We wanted to get the ARO Co. 
in a position where it would be ready to operate the facilities—I am 
speaking now of the test facilities—it will have assembled and trained 
the team and be ready to go so we would not lose time. 

In addition, the ARO Co. is to administer this entire plant as it 
comes into being. Under General Carroll’s limitation of $14 million, 
he could not reach an agreement with the ARO Co., and we went 
there to assist him. I believe his tenacity in sticking to the $1% 
million was a matter of starting the “horse trade’’ there and going on 
up. At least, he has so informed one of my officers. 

Senator O’Manoney. Is there any basis for the fear that the figure 
finally reached was excessive? 

General Parrripce. The way things developed we will have a 
slight excess, perhaps two or three hundred thousand dollars at the 
end of the year. We would not have this much had we transferred 
— to the ARO Co. some months ago, as I expected we would 
do. 

SURPLUS FUNDS 


Senator O’Manoney. When you say “excess,”’ what do you mean’ 
General Parrripce. Of the $3 million, probably two or three 
hundred thousand dollars will not be expended. 
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Senator O’Manonry. You mean surplus? 

General Partrip@r. Surplus, I am sorry. It will not be an over- 
run. It will be money left over. 

Senator O’Manoney. In other words, there will not be a deficit; 
there will be a surplus. 

General Partripern. We had an overrun the first year. We hope 
to avoid that this year. 

Senator McCieLuan. You mean out of funds that are allocated 
to you for that project? 

yeneral PARTRIDGE. Yes, sir. 

Senator McCuieiian. That does not mean it is going to cost you 
less than you anticipated? 

General Partrriper. Well, it is actually costing us less out of that 
vocket. 

. Senator McCLeian. Out of that 1 year’s allocation? 

General ParrrinGe. Yes, sir. 

Senator McCieLuan. Maybe the work has not progressed as far 
as you had anticipated it would. 

General Parrriper. It has not in that respect. In other words, 
we are using military and civil-service people to do now for us what 
we expected the ARO Co. to do. 

Senator McCuie.tian. Does that account for the surplus that you 
are going to have? 

General PartripGe. Yes, sir. 

Senator McCLe.uan. You are spending the money with some other 
source instead of spending it with ARO? 

General Partriper. That is correct. 


PRESENT OPERATION OF CENTER 


Senator O’Manoney. How much of the work you expected the 
ARO Co. to do is now being done by military and civil-service people? 

General ParrripGe. Perhaps I can explain it better this way. 
Our arrangements are temporarily suspended. We had hoped by the 
ist of July this year to reduce the number of people at Tullahoma, 
those in the military and civil-service side, from 410 to 175. This is 
a very substantial saving. The AEDC people would have continued 
on at that strength for some months thereafter. As it is now, we 
have been operating in some cases duplicate facilities. In other 
words, we have had a motor pool in the ARO Co. and a motor pool 
in the Arnold Engineering Development Center. We thought we 
could combine these and let ARO run the whole business. 

Senator O’Manoney. Now, it is my understanding that when this 
contract was originally made the Air Force, under you, surveyed the 
possible ways of doing this job—that is to say, of establishing this 
center and operating it—and that the choices were, one, to do it by 
the Government with Government personnel, military and civil 
service; to have it done by an educational institution such as MIT— 
I think you went to Professor Markham—and, third, having it done 
under contract by some private engineering firm. Is that correct? 

General Parrriper. It is correct that such a survey was made. 
I did not participate in it because I was out of the country. 

Senator O’Manoney. Is there anybody here who knows about it? 

General Rorn. That is correct. 
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General Partrringce. I believe Mr. Stuart knows as much about 
that as anyone. 

Senator O’Manonry. Yes, Mr. Stuart? 

Mr. Srvarr. I did not bear all of the question. 


ALTERNATIVE OPERATION PLANS 


Senator O’Manonny. The question was: Before the final deter- 
mination was made to make the contract with a private corporation 
the Air Force surveyed the possibilities of doing it and found that 
they were three in number: one, to have the Government do the job 
with military personnel and civil-service employees; two, to have it 
done by a nonprofit organization or an educational institution and, 
finally, the third, to have it done by a private enterprise firm. Is 
that correct? 

Mr. Sruarr. That is correct. 

Senator O’Manonry. Are you familiar with the consideration that 
went into the final determinations to chose the latter course? 

Mr. Sruarr. Yes, sir. I would like to give a little background on 
it, if I may sir. 

Senator O’Manoney. Please do. 


MARKHAM COMMITTEE STUDY 


Mr. Stuart. At that time 1 was the Assistant Secretary of the Air 
Force and had the responsibility for research and development. I 
was the Air Force member on the Executive Committee of the Re- 
search and Development Board, and one of the two members of the 
Air Force on that Board. We had under consideration, under active 
consideration, for a great period of time, AEDC, and Mr. Syming- 
ton called a meeting in Nashville, Tenn., on February 10, 1950. Pres- 
ent was Dr. Theodore von Karman, of our Scientific Advisory Board; 
General Sverdrup; Gen. Ira Eaker, whom Mr. Symington had asked 
to come down there, and myself. Discussion was held relative to the 
future operation and management. 

Mr. Symington asked Dr. von Karman to appoint a committee to 
consider and make a study of the management and operation, which 
Dr. von Karman did. He appointed Dr. John Markham, of MIT, as 
chairman. That was known as the Markham committee. It was 
comprised of about nine people, three I think from the Air Force, one 
major, one lieutenant colonel, Dr. Wattendorf of the Air Force. All 
the rest were professors and those generally handling guided-missile 
programs with aircraft companies—Dr. Bollay, Mr. Berlin; then 
there was General Eaker, who, I believe, is president of Hughes Air- 
craft Co. 

MEETINGS HELD 


They held meetings in various parts of the country, in St. Louis, 
Los Angeles, and Washington. I attended some of those meetings. 
They had discussions on the type of corporation that should be formed. 
At one time they thought the Air Force should operate it, or they 
should try to get Ford Motor Co. or Gulf Oil Co.—I believe it was 

tulf Oil Co.—to operate it. There were several other companies 
considered. Standard of New Jersey was one. They then thought 
they would try to get the Rockefeller Foundation to operate it. Then 
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they considered the military operation. In the military operation 
they soon learned, from information presented to them, that there 
were insufficient technical personnel in the military and that the cost 
for military operation would be a great deal more than any other type 
of operation. The basic enlisted man in the Air Force, or in the 
military receives in pay allowance and emoluments, including cloth- 
ing and food, between $5,300 and $6,000 a year. Insofar as the non- 
profit corporation is concerned, it was considered that they might 
use certain representatives of colleges—have the advisory boards in 
' colleges appoint three or four members. They would have AIA 
' select several members, some from the aircraft manufacturers, some 
' from aircraft-engine companies. Then it was considered whether or 
not that would be feasible. Finally, however, Dr. Markham advised 
' me, and other members of that Board also advised me, that they were 
' going to recommend a nonprofit corporation. 
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DECISION TO OPERATE CENTER BY PRIVATE CONTRACTOR 


In the meantime Mr. Symington and I discussed the pros and cons 
several times. We had a meeting in General Vandenberg’s office the 
latter part of March or the first part of April in 1950, in which the 
pros and cons were discussed. They were discussed among the top 
people in the Air Force and with business executives. Mr. Symington 
discussed it with some Board members and, I believe businessmen, 
and possibly others. He asked me formy recommendation. My rec- 
ommendation was definitely that we operate with a private corpora- 
tion for profit. We examined methods of operation of AEC, the Navy, 
the Army, to find out what experience they have had with their 
operations, In nearly every instance that I can recall, they were all 
' operated by private corporations. 

It was at that time Mr. Symington determined that we would 
operate this by private corporation. At that time Sverdrup and 
Parcel had not been considered. 

Senator O’Manoney. Did he determine that or was that a recom- 
mendation made to him? 

Mr. Sruart. That was a recommendation made to him. It was 
' my responsibility. I made the recommendation to Mr. Symington. 
y Senator O’Manonry. On what did you base the recommendation? 
. Mr. Sruart. I based my recommendation on our discussions that 
we had had with the Air Force people, with people in business, with 
the Army, looking into the type of corporations that AEC, the Army 
and Navy had. 

F Senator O’Manonry. Yours was the responsibility in the first 
instance? 

Mr. Sruart. It was his over-all responsibility, but also a responsi- 
_ bility delegated to me in the first instance. I made the recommenda- 
tion to Mr. Symington, yes, sir. 
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MANPOWER PROBLEM 





Senator O’Manonry. What considerations entered into your mak- 
ing the recommendation to Mr. Symington? 

Mr. Sruarr. Consideration one, so far as military operation was 
concerned, we were working against a manpower ceiling, both military 
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and civil service; we did not have the type of personnel nor could we 
get the personnel, in my opinion. At that time you will remember 
we were heing cut down every year in the number of personnel we had, 
both military and civil service. The cost of the lower grade in the 
military and their being transferred in and out made it, in my opinion, 
not feasible to operate by the military. ; 

So far as the profit and nonprofit corporations were concerned, if 
we picked directors and operators, one from the Massachusetts Insti- 
tute of Technology, we will say, one from California Tech, one from 
Carnegie Tech, some interested people from the west coast, some from 
the east coast, it would be very difficult for them to get together and 
they would not have the incentive, the over-all incentive as a private 
corporation would. 

Another point which I think is very important, if there was a 
member, for instance, from North American Aviation on the board, 
and Douglas Aircraft or Consolidated Vultee Aircraft brought a 
missile in for testing, the information, concerning which was exclu- 
sively theirs, such information would be divulged of course to the 
board members and would flow back to their various corporations. 
We did not feel and I did not feel that such a corporation could operate 
nearly as economically nor as efficiently as a for-profit corporation. 


SELECTION OF SVERDRUP & PARCEL, INC. 


Senator O’Manonry. How did you come to select Sverdrup « 
Parcel? 

Mr. Sruart. After determination had been made to use a “for- 
profit corporation,’’ Gen. Frank Carroll came to my office one after- 
noon, around the first part of April in 1950, with a memorandum which 
he addressed to the Secretary of the Air Force in which he expressly 
recommended we use Sverdrup & Parcel. 

Mr. Symington directed General Carroll to bring it to my office, 
since I had the first responsibility, and asked me to go over it, make 
a study of it, and give him mv recommendation. 

I did that. I found that Sverdrup & Parcel had been associated 
with AEDC since June of 1946, when thev received a contract to 
design these large facilities for NACA, the War Department, and the 
Navy—this was before a separate Air Force was established. This is 
when we were still a part of the Army under the War Department. 
The cost of the facilities included in the original study for the NACA, 
War Department, Navy, and universities was about $1,350,000,000. 
It was found that it would be impossible to locate these facilities in 
any one place either in the United States or any known place in the 
world because of the requirements for power and water and Sverdrup 
& Parcel had traveled over the United States inspecting and examining 
all known aerodynamic and propulsion test facilities. They had 
made trips to Europe. They had gone to England, to France, to 
Germany, to Italy, Switzerland and other places. I have been on 
trips with them. We visited all the aerodynamic propulsion test 
facilities in England. The big wind tunnels at Modane, France, the 
Eiffel tunnels near Paris, in Lichtenstein where they have the facilities 
of the Oerlikon works; in Switzerland, Italv, Germany and Sweden. 
It was my opinion that they knew more about this type of facility 
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than any corporation in the United States, their reputation for success, 
economy and efficiency of operation, was excellent. 

Senator O’Manonry. Did they seek it? 

Mr. Sruart. They did not seek it. They certainly did not seek it, 
quite to the contrary. 
: Senator O’Manongy. Did anybody seek it on behalf of them? 
q Mr. Srvart. General Carroll brought this memorandum to my 
office. It was his recommendation, so far as I know, that was the 
first time their name had ever been considered for managing or 
operating it. 









APPROACH MADE BY AIR FORCE 










Senator O’Maunonery. Did S. & P. ever approach you in any way? 
Mr. Sruarr. S. & P. did not approach me, no, sir; I approached 
S. & P. 

Senator O’Maunonry. Did anybody approach you on behalf of 
S. & P. except Gerieral Carroll? 

Mr. Sruart. No, sir; absolutely not. I called General Sverdrup in 
and I talked to him about it. 









DETERMINATION OF FIXED FEE 









Senator O’Manonry. Now, let me ask you then, how did you 
come to determine this fixed fee? 

Mr. Sruarr. On the fixed fee, Mr. Symington, possibly realizing 
that someone might criticize the selection of Sverdrup & Parcel 

Senator O’Manonry. Why? 

Mr. Stuart. Because they were preparing the designs and had a 
contract with the Air Force for the designs and certain other contracts 
involving AEDC, which have been described to you, and if they also 
did the management and operation it is possible some might criticize 
the Air Force. Mr. Symington’s instructions to me were to examine 
all Government operation contracts of similar facilities, or other 
type facilities, and he desired this contract must have a lower fee than 
any other. I got a list of Navy, AEC operating contracts, and the 
lowest we found was a contract for operation of the Navy wind tunnels 
at Daingerfield, Tex. This was being operated for a fee of 4 or 4% 
percent of the operating cost. It is my best recollection that it was 
4 Pesce The others ranged from that on up to 15 percent and even 
higher. 

Senator O’Manonery. Well, a percentage would vary with the cost, 
would it not? 

Mr. Stuart. That is correct. 

Senator O’Manoney. Such a contract is not now permissible. 

Mr. Stuart. That is correct. It cannot be a percentage of a 

E cost-plus-a-fixed-fee. It certainly cannot. 

: Senator O’Manoney. Let us have this clear in the record. Does 
3 this fee of $95,000 vary in any respect whatever with respect to the 
amount of the cost? 

Mr. Srvart. Insofar as the present contract is concerned, I am not 
familiar with it. I am no longer with the Air Force, and I am not at 
all familiar with the negotiations. 

eee O’Maunoney. You are talking about the first contract, 
then? 
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Mr. Sruart. Yes, sir. 

Senator O’Manonry. The $23,000. 

Mr. Sruart. The first contract, when that was actually drawn. 
That was drawn by our then general counsel. 


NEGOTIATION OF FEE AMOUNT 


Senator O’Manonry. That is not the point. What I want to 
know is, could that fee vary in any way at all according to the cost? 

Mr. Stuart. It could vary in this respect: The fee had to be 
negotiated. Mr. Symington said he wanted a lower fee. 

Senator O’Manoney. It was fixed, was it not? 

Mr. Sruart. Yes, sir. 

Senator O’Manoney. So it did not vary with the cost. 

Mr. Sruarr. That is correct. 

Senator O’Manonry. So that it really was a cost-plus-a-fixed-fee. 

Mr. Sruarrt. That is correct. 

Senator O’Manonnry. So that there was no relationship between 
cost and the fee. 

Mr. Sruart. That is correct. 

Senator O’Manoney. After the contract was determined. 

Mr. Stuart. That is correct. That is perfectly correct. 

(The prepared statement of Mr. Stuart follows:) 


STaTEMENT OF Mr. Harotp C. Struartr 


My name is Harold C. Stuart. I was Assistant Secretary of the Air Force from 
1949 to May 24, 1951. In such capacity I was responsible for research and 
development in the Air Force, which included the Arnold Engineering Develop- 
ment Center. 

I was the Air Force member on the Research and Development Board. 

After the passage of Public Law 415 in October 1949, by the Eighty-first 
Congress, authorizing the construction of AEDC, the Secretary of the Air Force, 
with the approval of the President and the Secretary of Defense, announced in 
November 1949, the site to be Camp Forrest, Tenn. 

Early in February, 1950, a special committee was appointed by Dr. Theodore 
von Karman, the then Chairman of the Air Force Scientific Advisory Board, to 
consider various systems of management and operation for AEDC. This com- 
mittee was headed by Professor John Markham of M. I. T. The committee held 
several meetings and conferences in various sections of the country, some of which 
I attended. On several occasions I had discussions with various members of the 
committee, and I was advised well in advance of their formal written report that 
they had decided to recommend the formation of a nonprofit corporation to 
operate AEDC. Their formal written report was not tendered to the Secretary 
of the Air Force until about April 12, 1950, and in my presence, this being the date 
of the Scientific Advisory Board meeting in Washington. 

Prior to the formal report of the Markham committee, Mr. Symington and I 
discussed on several occasions the pros and cons of (1) military operation; (2) 
nonprofit operation; and (3) a ‘for profit’’ corporation to manage and operate the 
facilities of AEDC. This subject was likewise discussed with personnel in the 
Air Force, businessmen, and others. Finally it was determined by Mr. Syming- 
ton that a “for profit’’ corporation should operate AEDC provided a logical cor- 
poration could be found which would be interested and which would operate on a 
sound economical basis. To this I concurred entirely. 

Mr. Symington at one time sought to have Professor Markham head an organi- 
zation to manage and operate AEDC. He was not successful because M. I. T. 
would not release Dr. Markham. It was after that time that Mr. Symington 
determined to have AEDC operated by a “for profit” corporation. 

Several days prior to the filing of the formal Markham report, but after its 
contents insofar as the recommendation of a nonprofit corporation were known 
to me and to Mr. Symington, Maj. Gen. Frank O. Carroll, who at the time was 
the commanding general of AEDC, came to my office in the Pentagon with a 
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written recommendation addressed to the Secretary of the Air Force recommend- 
ing that Sverdrup & Parcel, Inc., of St. Louis, Mo., be employed to manage and 
operate the Arnold Engineering Development Center. General Carroll had 
presented this to Mr. Symington a few moments earlier and Mr. Symington had 
F directed him to discuss his recommendations with me, as this was my sphere of 
be responsibility. Mr. Symington asked that I study the matter and give him my 
thought and recommendations. 

After considering methods and experiences of AEC, the Navy, and other govern- 
mental agencies in the management and operation of their facilities by private 
corporations, and knowing the vast knowledge of Sverdrup & Parcel concerning 
aerodynamic and propulsion facilities, bothin this country and in Europe, it was 
my considered judgment and my express recommendation to Mr. Symington that 
Sverdrup & Parcel was the most logical corporation to operate AEDC. 

After consideration, Mr. Symington concurred and directed that I make ar- 
rangements for the Air Force to negotiate with Sverdrup & Parcel to see if an 
Sy appropriate contract could be worked out, considering economy, efficiency, and 
cost. Mr. Symington expressly stated that such a contract should be negotiated 
on a lower over-all fee basis than any other corporation which was operating a 
comparable Government facility. In discussing this matter with General Sver- 
drup, he agreed that Sverdrup & Parcel would accept a fixed fee of not to exceed 
3% percent of the estimated cost, which was lower than any other private corpo- 
ration operating a Government facility, at least insofar as we have been able to 
find. I took General Sverdrup to the general counsel of the Air Force, explained 
the situation and asked them to prepare a letter contract until a definite contract 
could be negotiated at Wright Field. This was done. 

It has been stated that two committees studied the operation and management 
of AEDC—the Ridenour and Markham committees. The Ridenour committee, 
however, was appointed by the Chairman of the Scientific Advisory Board in 
April 1949 and rendered its report more than a month before Congress passed 
Publie Law 415 authorizing AEDC. This committee studied research and devel- 
opment for the Air Force on a broad basis and did not deal with the operations 
and management of AEDC. At the time of the Ridenour report, the bill au- 
thorizing AEDC had not passed Congress, nor had the site been selected. 









Fikes 






ce ee 





Nee 






ni eared 









f ES Sa 5esEe OaNa I SA 






et 







i 
iS 











FEE FIXED UNTIL RENEGOTIATION 











| Senator O’Manonry. Now, General Partridge, I believe you indi- 
Be cated you could answer that previous question. 

Fe General PartrrinGce. I wanted to make one point especially clear 
b because there seems to be some rumor growing around that the 
Pe amount of money spent by the ARO Corp. determines their final fee. 
A That is not true. The fee is negotiated at the start of the contract 
4 year. That fee remains constant. If they spend more money than 






they anticipated the first contract year, they still get the same amount 
of reimbursement, twenty-three-thousand-and-some-odd dollars. 

Senator O’Manoney. In your opinion what about this $95,000 fee- 
Is that large? 










4 General Partripce. No, sir; I do not think it is large. I think it 
e is a very reasonable fee. 

k Senator O’Manonry. You agree with General Doolittle on that? 
Q General ParrripGe. Yes, sir. 






Senator O’Manoney. Mr. Former Secretary, is there anything more 
you want to say? 





ILLEGAL RELATIONSHIP TO ARO, INC., DENIED 


Mr. Srvuart. I would like to correct the statement that General 








: Asensio made. He said I represent ARO. I want it thoroughly 
r understood that I do not represent ARO, Sverdrup «& Parcel, AEDC, 
cs nor anyone else involved directly or indirectly with Sverdrup & 






Parcel, ARO or AEDC. 
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Senator O’Manonery. You are not a stockholder in ARO? 

Mr. Stuart. No, sir. 

Senator O’Manoney. Nor a stockholder in S. & P.? 

Mr. Stuart. No, sir. There are a number of things I would like 
to add in addition to the statement which I have prepared. One, why 
was ARO, Inc., a separate corporation. General Sverdrup came to 
my office and said that they had considered a separate corporation. 
The reason they had considered a separate corporation was so that 
the charges, cost, personnel would not be involved with those of 
Sverdrup & Parcel so that their books could be inspected and examined— 
so that their corporate matters would be distinct and separated from 
Sverdrup & Parcel, I thought that made sense and so recommended 
to the Secretary. 

Another one, there has been by inference, statements or innuendoes 
made that Mr. Stephen Leo had something to do with the selection of 
Sverdrup & Parcel or that he in some way influenced the Air Force or 
the Secretary in the selection. I would like to state emphatically and 
definitely that Mr. Leo had absolutely nothing whatsoever to do: in 
the determination of how or by whom AEDC should be operated. 
This was a matter solely within my sphere of responsibility so far as 
policy was concerned. I made the recommendations to the Secretary 
of the Air Force. Mr. Leo was never in the discussions, was never in 
the meetings, nor did he in any way influence or participate in the 
determination of Sverdrup & Parcel, nor any of the other matters 
involving AEDC. 


OTHER GOVERNMENT OPERATING CONTRACTS 


When Mr. Symington left the Air Force April 24, 1950, soon there- 
after Mr. Leo went to the National Security Resources Board with 
him. He remained there until either in December 1950 or January 
1951 when he went with Sverdrup & Parcel. 

Some of the corporations that are operating facilities for AEC are: 
American Carbide & Carbon of New York City, Monsanto Chemical 
Co., Bendix Aviation, General Electric, du Pont, Dow Chemical, 
Procter & Gamble, Corning Glass, and a good many others—there 
are aircraft companies and many private corporations who have 
operation contracts for the Army, Navy, and other Government 
agencies and departments. 

As I glance through the fees that they are receiving, 9%, 13%, 10, 
8, 10, 5%, 5, 4—I find their fees amount to such percentage of their 
operating cost—the ARO contract is certainly less than those. 

Senator O’Manonery. You do not want to imply by that that they 
are percentage of cost fee? 

Mr. Stuart. No, sir, the percentage of the fee. The fee as com- 
puted by me is that percentage of the operating cost. 

Senator O’Manoney. What is the percentage here? 

Mr. Sverprup. About 3 percent. 

Senator O’Manoney. Senator McClellan, you wanted to ask a 
question. I assume it will be addressed to General Partridge. 
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ALTERNATIVE ACTION UNDER LIMITATION 







a Senator McCie.uan. I want to ask this question: If we leave this 
_ provision im the bill as it passed the House, what is the alternative of 
the Air Force under those conditions? 

General Parrripcr. We have two opportunities: We can either try 

_ to build up for ourselves a military and civil-service staff or we can try 
- to get some other contractor to run the establishment. 

s Seniyecr McCuxe.uan. What do you anticipate would result in either 
attempt! 

General Parrripcr. I am unable to estimate quantitatively the 
amount of delay that would ensue, but it would be serious. 

Senator McC.LeLtLan. What financial loss would the Government 
suffer as compared to what its cost would be under this contract and if 
it were compelled to resort to either of the two alternatives you have 
referred to? 

General PartripGe. I would estimate that the initial loss would run 
three to four million dollars. The real loss, however, is in our inability 

to produce a better weapon at the time needed. 




















POWER PURCHASES FROM TVA 





Senator O’Manonry. You made some reference, General Partridge, 
to power. There have been some intimations that ARO or S. & P. 
wanted to receive payment from the Government based upon the 
power obtained from the Tennessee Valley Authority. 

Mr. Sverprup. May I answer that question? 

General Partriner. Let me answer the question because he asked 
me. I would like to scotch this rumor if I can, once and for all. It 
was agreed at the start of the negotiations—this is at the start of the 
negotiations, that in the purchase of power, fuel, and other items which 
could be bought more economically by the Government, that the 
Government would do the purchasing. There was never any question 
during these conversations that ARO would actually receive money 
for buying things from one Government agency and transferring it to 
another as in the case of power in the TVA. We do, however, have 
to use the ARO company to schedule the power out of the TVA. 
For this they will receive a fee. In other words, they have to have 
people to do this and those people will be on the ARO payroll. 

Senator O’Manonery. Let us get this record straight. Are they 
going to receive a fee for that? 

General Partripes. I said it badly. 

Senator O’Manoney. Or are they going to be paid the cost of the 
overhead required to make the transfer? 

General Partripae. They will be reimbursed for the overhead 
necessary to schedule, receive, and handle the power. 

Senator O’Manoney. In other words, the Government will pay the 
salary of the employees who do this job of scheduling power. 

General Partrrincse. That is correct. 

Senator O’Manoney. It does not enter into the fee of $95,000? 

General Parrriper. Only to the extent involved in the overhead, 
the paying of the people who handle it. 

Senator O’Manoney. It does not raise that fee, does it? 
General Parrripge. It does not. 
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Senator O’Manonry. In other words, the fee of $95,000 is un- 
affected by this? 

General ParrripGe. Is unaffected by the amount of power pur- 
chased, that is correct. 

Senator O’Manonry. That was my understanding. 

You were making some motions down there, sir. 

Colonel Martin. The word “estimate” has not been used. In the 
struggle to get the thought across, you estimate the cost, on that 
estimate you base the fee. Part of the estimate of these costs was the 
scheduling of power. That built up the three million. 


FEES ON POWER PURCHASES DENIED 


Senator O’Manonery. I would like to have a direct answer to the 
question, and I will make this to General Sverdrup. Did or did not 
the ARO Co. or the S. and P. seek to obtain any percentage reward 
from the Government by reason of the power from the Tennessee 
Valley Authority? 

Mr. Sverprup. Senator, at the time of the negotiation, steno- 
graphic records were kept. I would like to have you look at page 75 
of the House hearing. The question was this: The Tennessee Valley 
includes a 5 percent charge, according to our information, on bills, 
which is given to the State of Tennessee in lieu of taxes. This should 
not be done if the Government pays it. Therefore, we had all agreed 
thatthe Government should buy the power. As I will notice there, 
a statement at the top of the page: 


General SverpRuP. No, under the circumstances I would not touch it— 
that is, a fee for power— 
Now, I am saying, Frank— 
that is General Carroll— 


that we should not get 3% percent on that. I do not make any statement of 
any percent. 


Senator O’Manonery. To make this clear, you have to go back to 
page 74. 

Mr. SverDRupP. Yes, sir. 

Senator O’Manonry. General Carroll says: 


I don’t know that it makes much difference now but you take 5 years from now 
if we were running on full operation then it may take 6 million a year for power. 
There won’t be much labor from ARO’s standpoint in handling it than in the 
preceding year. Are we going to pay them 5 or 3% percent or whatever it is on 
that 5 million, it begins to get pretty much out of proportion. And then another 
5 percent to the TVA that goes to the State of Tennessee. 
>» General Sverprvup. In the first place, there never will be any 5 percent to the 
State of Tennessee. That is established. In the second place, we are not going 
to buy it and I am saying definitely that we should not buy it. 

General Carro.u. I thought that was what you were trying to get. 

General Sverprup. No; under no circumstances, I wouldn’t touch it nor am I 
saying, Frank, that we should get 3% percent on that. I don’t make any statement 
of any percent. 


In other words, you were denying that you were asking any per- 
centage on that power of any kind. 

Mr. Sverprup. That is correct. 

Senator O’Manonry. Is that still your statement? 

Mr. Sverprvp. It still is my statement. 





DEPARTMENT .OF DEFENSE APPROPRIATIONS, 1953 555 


Senator O’Manoney. Now this record I have just been reading 
from is the House record. However, a transcript of a proceeding was 
taken some place. Where was that? 

Mr. Sverprup. At Tullahoma. 

Senator O’Manoney. Who participated in that? 

Mr. Sverprvup. General Carroll, General Partridge, Colonel 
Martin, General Roth, Mr. Moser. That was all negotiation between 
ARO and AEDC. 

Senator O’Manonry. In other words, a record was kept of these 
negotiations? 

(r. Sverprup. That is what that purports to be, sir. 

Senator O’Manonry. Are there any volunteers around the table 
who desire to extend this record? 

Mr. Moser. Yes, there was a question asked, Mr. Chairman. 


DATE OF SECOND CONTRACT 


Senator O’Manonery. You are the secretary of ARO, are you not? 

Mr. Moser. Yes. My name is W. E. Moser. The question was 
asked as to the date of the second Sverdrup & Parcel contract. It is 
shown in the exhibit 1 here. The date was December 12, 1949. 

Senator O’Manonry. You were also to get some figures on the 
pagmnente made to S. and P. and the payments to ARO. 

Mr. Moser. That will have to be supplied. 

Senator O’Manoney. You will supply that. 

Mr. Moser. Yes, sir. 

(The information to be supplied follows:) 


Total payments to Pion 26, 1952, under Sverdrup & Parcel and Sverdrup & Parcel, 
nc., contracts for work involving AEDC 


Bhesen 5.978 II: Contract No. W 33-038 ac—15497_.__.____..- $1, 245, 285. 09 
Phase : 

Contract No. W 33-038 ac—15497__..........-._.-- see 1, 871, 260. 14 

Contract No. AP 33 °(038)-9076. 0 oo ee ll 3, 990, 457. 77 

Contract No. W 33-038 ac—16846__..........-.... ._._.- 1, 060, 000. 00 

kt ert i cere ak Rare ee ea ek 8, 167, 003. 00 

Title II: Contract No, DA—40—126—eng—39______..........--- 82, 566. 00 

eins: a a ek A Se tae a ze 8, 249, 569. 00 

Payments to ARO, Inc., to May 27, 1942 
Oonéneet: No, 83-088-12261. 1 os lee lc ae ice $795, 348. 91 
Commie Bhai: A000 Boosie cine se ic ered ~nas sereeun a b> -- 959, 805. 15 


RIDENHOUR REPORT 


aon O’Maunoney. Mr. Stuart, is there anything you desire to 
add? 

Mr. Sruarr. Mr. Chairman, in the record of the House there are 
some statements made that the Ridenhour and Markham reports 
both have recommended to the Secretary that AEDC be operated 
by nonprofit corporations. So that there will not be any mistake 
about that, the Ridenhour report did not state such. The Ridenhour 
committee was appointed and made their report prior to the time that 
AEDC was authorized by Congress and prior to the time that a site 
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was selected, and we have had a pretty careful check of the report. 
The only thing we find that refers in any way to it is from page 4 
and page 6 of the report, chapter on facilities and page 4 in the dhetene 
on conclusions. Page 6 of the chapter on facilities for research and 
development says: 

Contract operations of Government facilities has been successful in providing 
competitive civilian staffs for research and development work and dou be 
adopted by the Air Force as circumstances permit. aborate facilities provided 
for manufacturers engaged in development work should be operated by non- 
competitive corporations and be accessible to other contractors. 

Now, General Doolittle was a member of the Ridenhour committee. 
I am sure if there is any question about their recommending a nonprofit 
corporation for AEDC he can clarify any question you might have in 
that regard. 

Senator O’Manoney. When does the present contract expire? 

Mr. Sverprup. At the end of September this year. 

Senater O’Manongy. Then what happens? 


FIXED FEE RENEGOTIATED YEARLY 


Mr. Sverprup. If this proviso remains insofar as ARO, nothing 
happens. If it does not, the contract is, as I recall, for 5 years, but 
with the cost and fee to be determined at the end of each year and also 
a cancellation clause as is customary in Government contracts. 

Mr. Moser. The contract does not provide for 5 years. It is the 
intent that it be continuous but it contains the usual provision which 
makes the contract terminable at will and at the end of each year 
there must be a new contract negotiated. 

Senator O’Manoney. What is the period during which ARO is 
entitled to collect $95,000 as the fixed fee? 

Mr. Sverprup. That expires at the end of September this year. 

Senator O’Manoney. It is an annual fee. 

General PartrivGe. It is a one time fee for the year starting 
October 1, 1951, and ending September 30, 1952. 

Senator O’Manoney. The facility, however, will continue, and it 
will have to be managed. Is there any obligation on the part of the 
Air Force to maintain this managerial relationship with ARO? 

General Parrripce. No. However, there is a very practical and 
compelling reason why we should continue with the ARO company. 
That is that we have spent a lot of money with them to set their 
organization up, get the people trained, get the supporting facilitiess 
in operation. To change now from one contractor to another in the 
light of this uncertainty which has been introduced, I feel certain in 
my own mind, would be exceedingly difficult. 

Senator O’Manoney. Your answer to Senator McClellan would 
indicate in your judgement that it would be very costly to the Govern- 
ment to make such a charge. 

General Parrripce. Yes. 

Senator O’Manonery. But is there any obligation on the part of 
the Government to pay a larger fee in future years or must you 
negotiate that all over again? 

eneral PartripGe. It must be negotiated again for each year. 

Senator O’Manoney. What will be the attitude of ARO for next 
year, General Sverdrup? 

Mr. Sverprup. As to the—— 

Senator O’Manonry. The amount of the fee. 
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Mr. Sverprup. We have not gone into that at all. We have 
started ing estimates on cost but we have not gone into the 
matter of the fee whatsoever. I will put it this way, that the fee as 
the work becomes greater and greater will undoubtedly be larger, not 
in direct proportion by any means whatever. I am not saying it is a 
straight hne percentage increase but today we have some 400 people 
there. When we get into operation there we will have probably 1,500 
people. That means a great deal more investment as far as we are 
concerned. We have to ce the whole thing. At the present time 
in addition to our capital we are borrowing money from local banks, 
and as the project increases we will have to either increase our capital 
or to borrow additional sums. Bear in mind this, Senator, that interest 
on investment is not an allowable item of expense so while it is shown 
you get a fee you immediately have to deduct from that any amount 
you pay for interest. 

Senator O’Manonry. This is an appropriation bill for fiscal 1953. 

Mr. Sverprvup. Yes, sir. 


SOURCE OF FUNDS FOR FEE PAYMENT 


Senator O’Manonery. The item we are considering is the item of 
appropriation of $500 million plus for research and development. 
Out of that sum will come whatever fee is paid to your company. 

Mr. Sverprup. Yes, sir. 

Senator O’Manonry. Now the $95,000 fee of which we are speak- 
ing does not come out of this appropriation, does it? 

r. SverDRup. No, sir. That came out of a previous appropria- 
tion. 

Senator O’Manonry. So that whatever fee you are getting now 
under this contract, and that is $95,000, comes out of the appropria- 
tion for fiscal 1952? 

Mr. SverpRupP. Yes, sir. 

Senator O’Manonry. What do you wish to say to this committee 
as to the outlook, the probable fee for fiscal 1953? What part of this 
$525 million would be assigned to meet the fee of ARO if this proviso 
that no part of such appropriation shall be used to make any pay- 
ment to ARO, Inc., for operation of the Arnold Engineering Develop- 
ment Center were removed from the bill? 

Mr. Sverprur. That certainly would be a very small part of the 
$525 million, Senator. 

Senator O’Manonny. Yes, percentagewise, but I am not talking 
percentage now. 

Mr. Sverprup. I cannot tell you because the Air Force at the 
present time are not ready to tell us what they want us to do. We 
were to do certain things now that we will not be doing because of this 
proviso. In other words, the Air Force were prepared to tell us many 
more things. Now they feel they cannot do that because the next 
thing they will have to do is to look them over again. I have no way 
oor what it will be because I have no way of knowing what they 
will buy. 

Senator O’Manonery. We will have to direct some questions to the 
Air Force to develop the judgment of the Air Force as to what type of 
limitation should be placed, if any, in the law with respect to the 
expansion of fees of this kind. 
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Mr. Sverprup. Senator, I would like to add this: I will guarantee 
that compared with other fees charged with similar ones, this will still 
be the lowest. 

Senator O’Manonery. The testimony today is that it is the lowest. 

Mr. SverpRup. And it will so continue. 

Senator O’Manonny. Are there any other questions? Mr. Hill, 
I see you sitting there in a thoughtful mood. Have you anything to 
say? Your name is on the list of witnesses. 


FACTS PRESENTED 


Mr. Hitt. Mr. Chairman, it seems to me that the testimony and 
the searching questions which have been asked by the chairman and 
the other members have brought out the facts fully and clearly for the 
first time and that the facts pretty well speak for themselves. I 
would add this single comment, that if ever a project in all its aspects 
has been scrutinized and reviewed and rereviewed, this is that project. 
I would certainly endorse emphatically what General Doolittle said, 
which was that if any irregularity, | mean by that any nonfeasance or 
misfeasance, comes to our attention, the Air Force will not hesitate to 
take appropriate action, but to the best of our knowledge at this time 
there is no such irregularity. If this were a legal proceeding, which 
it is not, I think it would be a proper case to move for a directed verdict. 
The feeling that we have is that the importance of this project cannot 
be emphasized enough, both the importance and the urgency of it. 
One thing that should concern us greatly is the very real risk that the 
baby may be tossed out with the bath. This action without question, 
this action we are considering in the form of a proviso added by the 
House, would involve us in delays which would come at the time when 
the race for continued supremacy in the air is very close and without 
question would involve us in very considerable additional expenditures. 

Senator O’Manoney. Mr. Hill, you are the special assistant to the 
Secretary of the Air Force. 

Mr. Hill. I am the general counsel, Mr. Chairman. 

Senator O’Manonery. You were put down here as special assistant. 
I thought you were the general counsel. Can you speak for the 
Secretary of the Air Force? 

Mr. Hit. I believe I may speak for him in this connection. 

Senator O’Manoney. It is your recommendation that this provi- 
sion be eliminated? 

oat Hii. It is my recommendation that the provision be elim- 
inated. 

Senator O’Manonry. You support the request for elimination sub- 
mitted on behalf of the Air Force. 

. I see the name here of Mr. Burden, Assistant Secretary of the Air 
orce. 

General Rotn. Mr. Burden was unable to be present, sir. 

Senator O’Manoney. Col. L. G. Cooper, Judge Advocate General, 
ARDC. 

Colonel Coorger. I am Colonel Cooper. 

Senator O’Mauoney. Let the Judge Advocate General take up the 
questions thet ought to be asked. 

Colonel Coormr. I think they have been asked already. 

Senator O’Manoney. Colonel Moore? 

Colonel Moors. Here, sir. 
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COMMANDING OFFICER OF AEDC 


Senator O’Manoney. You are the commanding officer of the Arnold 
Engineering Development Center. 

Colonel Mean es, sir. 

Senator O’Manongy. How long have you been in that position? 

Colonel Moore. Since February 19, 1952. 

Senator O’Manoney. Just this year. 

Colonel Moore. Yes, sir; 3 months, but I had previously been 
deputy to the commanding general since July 1950. 

Senator O’Manonry. What has your experience been with ARO, 
Colonel? 

Colonel Moors. My experience with ARO has been the usual 
experience, sir, of any organization that is building up a new organiza- 
tion. We have the usual problems in this case because of the size 
and because of the unusual facilities we are building, we have quite a 
number of complex problems. We have been able to solve them in 
the past. We are working closely together and we are solving them 
every day and will continue to do so. 

Senator O’Manoney. Are you satisfied with the performance by 
the company? 

Colonel Moore. Yes, sir. 

Senator O’Manoney. Have you seen anything to criticize in its 
operations? 

Colonel Moors. No, sir. 

Senator O’Manonry. Have you any reason to know how these 
charges came to be developed? 

Colonel Moore. No, sir; I do not. 

Senator O’Manonry. Have you seen anything that in your judg- 
ment gives reason to believe there was some wrong being done there 
and money being taken from the Government which should not be 
taken from the Government. 

Colonel Moors. No, sir; I haven’t. 

Senator O’Manonry. General Roth, have you anything to say? 

General Roru. I would like to thank you for your time and effort 
and the searching review you gave to this problem in behalf of all of us. 

Senator O’Manonry. Judge Arnold. 

Mr. Arnovp. We also appreciate very much not only the time but 
the study which you and the other Senators have given to this hearing. 
We appreciate the work you have done in developing the facts. 

Mr. Sverprup. Senator, I would like very much to add mine to 
that. It has been very, very fine that we have had an opportunity 
to be heard. 

Senator O’Mauoney. I was looking for additional holes to poke in 
the testimony, sir; not for compliments. 

Mr. Sverprup. We are just happy to have had a hearing. 

Senator O’Manonry. You are very kind. I appreciate it. Of 
course this committee did want to give a full hearing. As I said 
earlier, I have asked the General Accounting Office to report to us 
with respect to what it has found. When that comes the committee 
will be in a position to take final action. Unless there is something 
to be added, then, this hearing will now be closed. 

(Whereupon, at 4:30 p. m., Thursday, May 22, 1952, the committee 
adjourned subject to the call of the Chair.) 
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